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J'ed«ral  Ixelse  laxea  on  Alcoholic  Beverages 


One  of  the  important  ouestlona  in  tax  rerition  concerns 
the  changes  to  he  made  in  the  eztenslTe  Ust  of  excise  taxes. 

vL"!'^f^   ■  *  commodities  and  services 

suojeet  to  excise  tax.    The  purpose  of  the  studies  is  to  mako 
avallaDls  data  on  tax  rates,  revenue  and  the  economic  hacl-- 
ground  of  the  industrjr  and  to  discuss  the  effects  of  the  tax 
on  profits,  business  costs,  competition  and  constaors.  the 
administration  of  the  tic:  and  the  principal  te<9mieal  t>rol)lems 
that  arise  are  also  considered.    She  studies  are  not  intondod 
to  make  policy  reeoDaeadations  but  to  provide  information  and 
analyses  which  would  bo  useful  in  Eawralsins  the  desirability 
of  revising  the  taxes. 

The  study  v;as  proporod  in  the  Xxeiso  Tax  Section  of  the 
Division  of  Tax  Hosoarch.    In  its  preporntion  vtduoblo 
assistance  was  rocoivod  from  other  members  of  the  Treasury  tax 
staff,  including  the  Office  of  Tax  Legislative  Counsel  on 
legal  matters  and  tho  Bureau  of  Internal  Ecvonuo  on  adminis- 
trative matters. 


Division  of  Tax  RcsorTch 
U.  S.  Treasury  Department 
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PiRT  I    -   Sxcise  Tax  on  Distilled  Spirits  l/ 


!•    Descriiition  of  the  tax 

fhe  tax  is  applicable  to  all  distilled  spirits  produced  or 
imported  into  the  United  States,  and  all  products  of  distillation 
containing  distilled  spirits  or  alcohol  on  whiph.  the  tax  has  not  "been 
pc4d.    The  tax  is  lovied  at  a  specific  rate  on  the  proof  gallon  or 
Vine  gallon,  if  below  proof.  2/ 

-Payment  of  tax  is  required  at  the  time  the  product  is  vithdraWP. 
from  the  internal  revenue  or  customs  bonded  warehouse.    The  tax  is 
Jftid  by  purchasing  tax  sta^aps  to  he  affixed  to  the  containers  prior  to 

tiithtounal  froa  hoiad. 

■       ■  •  ...... 

ifhe  principal  exemptions  froB  tax  aro  withdraimlft  for  the  foXloir^ 
ing  puzposes: 

1.  Export. 

2*    Xthyl  alcohol  for  industrial  use  or  in  the 

manufacture  of  chemicals*  ]J 
3>   Ithyl  alcohol  for  use  by  the  fodoralt  State  or 

local  goTommcnts,  a  university  or  eollego, 

laboratory  for  scientific  research,  or  bo^ital 

or  charitable  clinic. 
Brandy  and  wine  spirits  for  use  in  the  fortification 

of  %n.ne. 

1/  This  analysis  is  limited  to  the  gallonage  tax.    In  addition  to 

this  tax  there  are  special  taxes  on  distillers,  dealers  and  others 
engaged  in  the  industry  as  well  as  stamp  taxes  on  containers.  (See 
Appendix,  p,  101.)    The  tax  on  rectification  is  considered  in  Part 
IV  below. 

2/  The  proof  gedlon  or  gallon  of  proof  spirits  is  one  ''iddch  contains 
one^half  its  Volome  of  alcohol  of  a  specific  gravity  of  (.7939) 
at  iixty  degrees  Fahrenheit*  (Internal  Revenue  Code,  Section  290$)^ 
Imported  perfumes  containing  distilled  spirits  are  taxed  on  the 
basis  of  the  wine  gallon  of  perfume. 

3/  Provided  it  is  rendered  unfit  for  bovcragc  or  liquid  medicinal 
puzposoSi  or  is  changed  into  somo  other  chemical  substance. 


II •    Changes  in  the  tax  since  1913 


Distilled  spirits  have  been  taxed  continuously  since  1862, 
During  the  prohibition  period  vithdrawals  of  beverage  spirits  were 
permitted  only  for  medicinal  purposes,  and  such  spirits  were  taxed  at 
the  non-beTerai:e  rate  then  in  effect.    Beginning  with  the  Bevenue  Act 
of  1942  a  drawback  has  been  aXloired  on  die  tilled  (q^irits  tieed  in 
aedicinee^  food  flaTorlnge  and  food  product ■  unfit  for  beverage 
purposes.    The  tax  rates  and  effective  dates  of  changes  since  1918  are 
shown  below; 

(Per  proof  gallon) 


Revenue    :    Effective       s  Bate     J^^evenue  :  Effective  2 

Act       :       date  _l  tt    Act     :     date  .J  


In  effect 

Jan.  1,  1914     $  1,19  1938  July  1  $  2.25  d/ 

1917  Oct.  3                   3.20  sJ  1940  July  1  3*00  ej 

1918  Jeb.  24,  1919  6.40  a/  1941  Get*  1  4.00 
1926  Deo.  5,  1933  ^  1.10  1942  Vot^  1  6.00 
19M  Sj           12                 2.00  1943  i|>r^  1,  1944  9.00 


sJ  Beverage  rate.    P^tes  for  other  than  beverage  purposes  were  $2.20 
under  Revenie  Act  of  1917,  effective  Octob^  3,  1917;  $1«65  and 
$1.10  under  the  Beveime  Act  of  1926,  effective  Jasnary  i,  1927  and 
January  1,  1928,  respectively, 

b/  liade  effective  by  the  Twenty-first  Amendment  to  the  Constitution.  " 

cj  Liquor  Taxing  Act  of  1934 ♦ 

d/  Brandy  taxed  at  $2. 
Brandy  taxed  at  $2.75f 

g/  Drairbaok  of  $3.75  if  used  in  flavorings^  aedlcinest  or  food  products 
unfit  for  beverage  purposes. 

gj  Drawback  of  $6  if  used  in  flavoringSi  etc^ 


IIl4    Reveni^e  collections,  193fr>1947 

The  tax  on  distilled  spirits  is  the  largest  single  source  of  excise 
tax  revenue.    !rhis  tax  produced  68  percent  of  the  total  collections  from 
taxes  on  alcoholic  beverages  €Uid  23  percent  of  total  excise  tax  collections 
for  the  fiscal  year  1947 » 


Collections,  fiscaa  years  193^19^7  sJ 

(In  Billions) 


Fi  seal  I 
year  s 

C&lieetlona  ^* 

Ilscal 
year 

1  Collactloaa 

• 

-  1936 

1937 
1938 

?6o.i 

♦  57»*.6  . 
781.9 
899.^ 

1939 
I9U0 

19>^l 

283.6 

317.7 

U28.6 

19U5 
19U6 
19U7 

1,7U6,6  -  ; 

a/  Represents  cjollections  from  the  gallonage  tax  only. 
Collections  do  not  reflect  draarbadcs  allowed  on  spirits 
for  no&-»l>everage  use. 


IV#    Economic  'backgrpund  of  the  industry 

A«    Character  of  supply 

!•    Sources  of  supply  and  tyijes  of  products 

Prior  to  the  mr  domestic  production  accounted  for  about  90 
percent  of  the  distilled  spirits  consumed  in  the  Ohited  States* 
After  restrictions  were  placed  on  domestic  production  imports 
increased  and  reached  a  peak  of  more  than  one-third  of  consumption 
in  the  fiscal  year  I9UU,    (Table  l)    Imported  spirits  are  subject  to 
both  customs  duty  and  the  internal  excise  taxt    The  duties  have 
tended  to  limit  inserts  to  specialty  products »  of  irfiidi  Scotch 
>rfilslqr  has  normally  been  tbe  most  important.    Under  thb  &onova 
trade  agreements  the  duty  was  reduced  effective  January  1 ,  19^ 
from  $2.50  per  proof  gallon  to  $2,25  on  rum,  $1,50  on  whisl^  and 
$1«25  on  brandy,  gin^  cordials  and  liqueiurs*  , 

Xhe  tax  on  distilled  spirits  is  applicable  to  a  wide  wrlety 
of  product s%   However,  most  of  the  tax  base  normally  is  represented 
by  ybisky.  whieh  is  sold  either  as  straight  whisky  or  blcndod  with 
neutral  spirits,  ]J    In  19^1 1  the  last  year  when  domestic  production 


1/  Whisky  blended  with  neutral  spirits  must  be  labeled  as  "blended 
i^isiqr"  or  "spirit  idiisky",  according  to  the  composition,  and 
is  commonly  referred  to  as  a  "spirit  blend".    (Regulations  Ho> 
issued  under  provisions  of  tho  Federal  Alcohol  Mministration 
Act,  as  amended.  Sees,  21  and  3^«) 


Distilled  spirits:    Tax-paid  withdirawals ,  production  at 
registered  and  fruit  distilleries,  and  stocks  in  internal 
rennua  tondad  varahousaa.  fiscal  yaars  1935-19^7 

(  la  nillioxiB  of  tax  gaXlonfl)  1/ 


Fiscal  ' 

t 


Taac-paid  withdravala 

^Distilled  S2.irits  ! 


>    i^lstllled  spirits    :  Sthyl 

J  Total  I  Domeatic  •  IiBDortad  •  alcohol 
:  t  I  I 


; Stocks  in 
ibondad 
Pri|dactio&;  howaa  at 
;    end  of 

:  fiscal  year  2/ 


1935 
1936 

-937 
193« 

1939 
1^ 
19H1 
19H2 

19^3 

19UU 

19^5 
19U6 

19^7 


82*5 
110.2 

1361^2 
129.2 

125.7 
IU0.7 

iHl.g 
157.7 

1U2.2 
168.6 
197.9 

34ljp^«  1 


58.1 

76.3 

87.7 

85.9 

92.»» 

lOU.O 
102.7 
119.3 

131.2 

P1+.3 
IIU.5 

130.9 
126.U 


7.5 

16.x 
1U.3 

11.1 
12.U 
11.2 

13.5  1/ 
17.8  1/ 

26.3  1/ 

19.7  i/ 

15.6  2J 


17.0 
^.1 

32.3 
29.0 

22.2 

2U.3 

27.9 
6.2 

27.8 

>*7.3 
'^7.1 


169.1 

253.9 
259.0 
150.2 

l»*5.3 
1U3.5 
175.2 

158.0  y 

39r9  y 
23 .  g  ^/ 

128.2  y 

305.1  5/ 
315.2 


160.8 
310.8 

>«97.5 

522.1 

551. U 
587.8 

it76.3 
376.3 
338.2 
U20,3 

525.8 


Treasviry  Department,  Dlyigioa  of  Tax  Beseareh 

Sourcei    A^n^iai  B^iporte  of  the  Commissioner  of  Internal  Revenue; 

press  releases  of  Bureau  of  Customs  and  Bureau  of  Internal 
fierenue,  Accounts  and  Collections  Iftiit. 
A  tax  gallon  for  spirits  of  100  proof  or  over  is  equivalent  to 
the  proof  gallon.    For  spirits  of  less  than  100  proof  the  tax 
gallon  is  equivalent  to  the  wine  gallon.    On  most  domestic  dis- 
tilled spirits  the  tax  Is  paid  on  the  proof  gallon.  Host 
distilled  spirits  imported  are  somewhat  l>elov  100  proof  and  the 
tax  is  paid  on  the  wine  gallon. 
2/  Represents  original  entry  gallons, 
3/  Estimated  from  sales  of  revenue  stamps. 

5/  Exclusive  of  unfinished  and  hi«^proof  q>irits  for  industrial 

purposes. 

5/  Includes  31,5  Billion  tax  gallons  produced  for  industrial  purposes. 


i 


was  not  affected  l>y  vaartlae  reetrietione,  the  distilled  spirits  bottled 
in  the  T^iited  States  for  hewra^e  purposes  consisted  of  about  85  percent 
iihislry,  10  percent  gin,  and  the  balance  chiefly  of  brandy,  cordials  and 
liqueurs, and  rum,    (Table  2)    In  the  srine  year  i^iisky  comprised  about 
70  percent  of  total  distilled  sToirits  imports,  but  the  war  in  Europe 
sxibsequently  reduced  the  proportion.    Bxim  is  normally  the  next  nost 
liqportant  type  of  distilled  spirits  imported. 

All  distilled  spirits  must  be  produced  or  imported  under  bond  to 
insure  paynent  of  the  tax.    Some  t^noes  are  normally  aged  before  they 
are  withdraivn  from  Governnent  bonded  warehouses  and  bottled  for  sale. 
Host  whisky,  brandy,  and  rum  are  aged  in  this  manner  and  on  certain  types 
the  ageing  period  is  prescribed  by  the  Ck)venuiient.  1/   Gin  customarily 
is  not  aged  before  being  vithdram  for  eonsuoption.    This  is  also  the 
ease  witii  alcohol  or  neutral  spirits  used  in  blended  whisky.  2/ 

Because  of  the  varied  character  of  the  products,  the  supply  of 
domestic  distilled  ^irits  withdravm  for  consumption  is  normally  de- 
rived partly  from  current  production  and  partly  from  accun^ilated  stocks. 
The  simply  of  whisky,  in  particular,  over  short  periods  of  time  depends 
upon  the  else  and  age  composition  of  stocks.    However,  as  indicated  by 
ttio  wartime  eiperience,  the  industry  has  considerable  flexibility  in 
the  way  in  which  given  stocks  nay  bo  utilized.    In  general,  an  increase 
in  demand  for  ivhisky  nay  be  met  by  one  or  more  of  the  follov/ing  typos 
of  adjustment  in  the  use  of  the  available  stocks:    (l)  reducing  total 
stocks.  (2)  selling  less  straight  whisky  and  more  blended  whisky.  (3) 
increasing  the  proportion  of  neutral  spirits  or  alcohol  used  in  spirit 
blcmds,  and  (k)  reaucing  the  proof,  or  percentage  of  alcoholic  content. 
Ihe  increase  in  wartime  demand  for  whislcy,  when  only  limited  production 
was  permitted,  v;as  met  principally  by  reducing  stocks  and  by  using  a 
larger  proportion  of  the  withdrawals  of  whisky  to  make  spirit  blends,  a 
process  commonly  rcforrod  to  as  "stretching"  stocks.    Stocks  of  whisky 
in  bonded  warehouses  declined  from  517  million   proof  gallons  on  JHinc  30, 
1942  to  308  nlllion  proof  gallons  on  Aine  30,  I9U5.  (Table  3)    In  the  fiscal 
year  I9H7  about  90  percent  of  the  whisky  bottled  in  the  United  States  was 
blondod  conparod  with  about  50  percent  in  the  fiscal  year  I9U3,  tho 
earliest  yorx  for  which  this  information  is  avaJLlablc,    (Table  k)  Saccqpt 

1/  To  bo  i/OJolod  as  a  "straight  lAisky"  whifidcy  mast  bcligoT  fo^^       loss  | 
than  two  years;  to  qualify  as  «bottlod  in  bond"  distilled  spirits 
must  bo  Aged  for  not  less  than  four  years. 

2/  Under  the  law  v;hisky  is  distilled  at  not  over  16O  proof,  alcohol  or 
neutral  spirits  at  16O  proof  or  more.    Tomporary  logislation  permits 
distilleries  to  produce  spirits  at  160  proof  or  more  and  remove  thorn 
without  reducing  then  below  I60  proofs    (intcrn.nl  Revenue  Code. 
Sec,  28S3(c)(d)  and  (e),) 
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f  ablo  2 

Types  of  distilled  spirits  aVallkble 

for  consuinption  as  beverages,  1941  ij 

,  (Millions  of  gallons)  • 


•  Bo ttlod  domestically    2/  ^  Imported 


fype  of  product.. 

t  jb&ount 

 I.  ..   - 

jPeroent  dis"} 
t  trlbution  ; 

Amount  jPereentdla 
•  trlbutio* 

(Vine  Calient) 

(Proof  gallons) 

tihlsigr 

119.5 

95.1  i' 

71  #0  i 

Rum 

"  1*4 

l.S 

'■  3«6 

25.1 

ain 

13*3 

9.5 

•1 

.4 

Brandy 

2.0 

1.4 

•3 

2.2 

Cordials  and  liq[U6iirs  3«8 

3.7 

#9 

Alcohol 

.3 

2/ 

•1 

1/ 
^4 

Other  spirits 

.2 

#1 

Total 

140.5 

lOOtt 

14«5 

100#€ 

^Preaeury  Bepartswnt,  DiTision  of  fax  Research 

Smirees:    Annaal  Report  of  tiie  Commissioner  of  Interiial  Revenue  for  the 
Pisoal  Year  gnded  June  30,  1941,  p.  163, and  Itepartment  of 
Commerce,  Ppreign  Commerce  and  Navigation  of  the  United  States. 
1941, 

i/  Domestic  bottling  for  fiscal  year,  imports  for  calendar  year* 
^  Includes  soaw  imported  products  used  in  reotifioation  or  bottled 

after  vithdraval  from  eustou  custody. 
3/  Less  than  50,000  gallenSf 
^  Less  than  f05  percent. 

Note:    Tax-paid  withdrawals  of  ethyl  alcohol  in  the  fiscal  year  1941 

were  about  27«9  million  gallons.    About  22,8  million  gallons  were 
used  for  rectifying  piarposes  as  components  of  the  above  beverages 
bottled  domestically.    The  remaining  5*1  million  gallons  were 
preeosiably  used  in  aedicinesy  flavorings,  and  other  products. 


Table  3 


V/Msky:    Domestic  production,  tax-paid  withdrawals,  and  stocks 

* 

(In  ■lllloM  of  tax  gallons  l/} 


:  t  :  stocks  in  Internal 

Fiscal    :  p    .  \ .        '      Tax-paid       s     revenue  bonded 

yw     :  ^^"aiicUon     ,    withdr»i«i«    i  warehouse e  at  and 

 :      -  ;  ;     of  fiscal  yeaf 


193^  fe.**  18.9  57.7 

1935  1»I9.1  50 .«  152.8 

1936  223.7  67.3  300.7 

1937  223.5  72.6  W5.3 

1938  102.9  €8.6  1*71.2 

* 

1939  93.0  72.1  ^78.9 
19*10  99.0  8I.3  »I80.9 

I9UI  121.9  80. 5  50U.I 

19*12  120.3  gU.7  516.9 

19^3  19.5  87.9  te4.8 

19^  -  ^  58.8  3J«.6 

19^5  >li6  63.9  307.6 

19>»6  IU7.5  63.2  37l*.i 

19>*7  l6g.O  58.8  m.6 


Treasorjr  Department.  Birislon  of  Tax  Researeli 

Source;    Jtonnal  Report  of  the  Coianisslonor  of  Internal  Seyenua. 
for  the  riacal  Year  3nded  June  30.  194?:  ~ 

# 

1/   A  tax  gallon  for  qpirita  of  100  proof  or  ant  is  oqulTalont 
to  tho  proof  gallon,    for  spirits  of  less  than  100  proof 
too  tax  gallon  it  oqaiTalent  to  the  vine  gallon. 
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Amount  of  vliisky  bottled  by  types  aodL  Mount 
prod\aped  by  rectification,  fiscal  yeare  W39-1947 

(Milliona  of  gallons) 


Types  of  whisky  bottled  l/ 


• 

« 


Fiscal 

year 


s 


i3ottled:  :•  t 

in     :^tr&ight:31ended:  Total 

bond  ?     5/      I    4j  I 

I  I  i  


Wkisky  used  in  and  pro- 

 .  duced  by  rectification  2/ 

Blended  :  t  :  1*hisky 

vhisky  as '.whisky*  V/hisky  -^sed  as  a 
percent  'used  • produced*  percent 

of       :          :  :of  whisky 

total  4/:         :  yac 


(Vine  gallons) 

(Praof  esUons) 

1939 

5/ 

5/ 

13.6 

33.6 

40.3 

1940 

13*6 

S/ 

6/ 

16.3 

38«0 

40.3 

1941 

13.5 

W 

S/ 

119.5 

w 

17.0 

44.3 

32.4 

1942 

13.4 

5/ 

5/ 

136.0 

6/ 

20.7 

56.0 

36.9 

1943 

16«S 

46.9 

70.1 

135.3 

51t8 

29.0 

60.6 

47.8 

1944 

9.3 

20m2 

66.9 

96.4 

69.4 

32.1 

67.9 

55.5 

1945 

9«6 

15  »9 

117.7 

143.2 

82.2 

40.8 

101.6 

40,2 

1946 

7.0 

12.7 

144.1 

163.8 

88.0 

46t8 

124.7 

36.7 

1947 

9«3 

7,3 

149.7 

166.2 

90.1 

43.7 

130.7 

33.4  V 

freasury  Beparteent,  BiTieion  of  faae  fiesearch 

SoTirce:    Annual  Reports  of  the  Commissioner  of  Internal  Revenge. 

i/  Includes  imported  and  domestic  liquor St    Includes  products  bottled  for 

exportation  except  in  1947.' 
2l  fhe  difference  between  the  amount  used  and  the  amount  produced  represents 

principally  alcohol  and  hi^-i»roof  spirits  adxed  vith  straight  vhit^  to 

produce  blended  whisky^    Rectified  whisky  produced  is  IncludeA  under 

blended  whisky  bottled. 
5/  Includes  a  small  amount  of  whisky  aged  less  than  two  years  which  is  not 

eligible  for  labelling  as  "stral^^ht  whisky". 
4/  Includes  blends  of  straight  whisky. 
5/  Hot  available  • 


■ft 


r 
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during  the  fiscal  years  ISk}  to.  I9U5.  lAien  tlie  ^flppljr  of  spirits  avail- 
abl^  tot  blending  purposes  was  sharply  curtailedi  the  proportion  of 
vhislQr  used  la  blends  decreased  after  19UO.  1/ 

2.    Concentration  of  sigply 

Tor  about  I5  years  the  distilling  industry  vas  prohibited  from 
operating  for  the  purpose  of  producing  beveraige  spirits/  After  the 
repeal  of  prohibition  In  I933  facilities  for  the  production  and  distri- 
bution of  distilled  spirits  had  to  be  almost  completely  re-established. 
5he  re-established  industry  differs  in  certain  important  respects  from 
that  which  had  developed  prior  to  prohibition,  and  has  to  some  extent 
the  characteristics  of  a  new  industry.    Prior  to  prohibition  a  very 
hi^  degree  of  concentration  of  control  had  been  achieved  at  one  time 
In  the  production  and  sale  of  distilled  spirits.  ?J 

Most  of  the  present  plants  in  the  industry  have  been  nevjly  built, 
re-built,  or  converted  from  industrial  alcohol  production.    Prior  to 
prohibition  most  distilleries  v;ero  snail  and  the  nuabcr  had  doclinod 
steadily  for  a  period  of  years.  ^9^6  there  v/cro  279  grain 

distillorios  operated,  and  of  these  about  two-thirds  had  a  capacity  of 
loss  than  25OO  laroof  gallens  por  day.  k/    Sineo  the  industry  rosimed 
operationsy  toe  nunibor  of  grain  distillorios  has  not  exceeded  I5O.  Only 
about  15  percent  of  those  now  authorized  to  operate  hrvc  a  capacity  of 
less  than  25OO  proof  gallons  per  day,  and  the  capacity  of  the  12  largest 
distilleries  is  as  largo  as  tho  total  amount  produced  in  1916.  ^ 


1/   Under  the  rogulations,  a  '•blimdod  whisky"  may  contain  not  moxo 
than  SO  porcont  neutral  spirits,  and  "spirit  whisky"  not  more 
ihan  95  percent  neutral  spirits.    "^'Msky  must  bo  at  least  SO  proof. 

2/    In  1299  it  was  reported  that  The  Distilling  CompoJiy  of  America  nnd  " 
its  subsidiaries  controlled  about  85  percent  of  the  production  of 
neutral  spirits  and  about  90  porcont  of  tho  standard  brands  of 
Kentucky  iidiisky.    Iho  control  of  ryo  whisky  production  was  sub- 
stantir\lly  lowor  at  that  time.    (Houso  of  Reprdsontatlvos,  Preliminary 
Report  on  Trusts  find  Industrial  Combinations.  56th  Congress,  1st 
Session,  Doc,  No.  UJS,  Part  I,  pp.  85.86.) 

2/    Treasury  Department,  Bureau  of  industrial  Alcohol,  Statistics 

Concerning  Intoxicating  Liquors,  1933,  p.  U5.    In  I9OI  there  wore 
1,258  grain  distilleries  operated. 

}jj    Annual  Report  of  the  Gonmissioncr  of  Internal  Rcvonuo.  fiscal  yoar 
1916,  p»  136.    Bata  arc  reported  on  the  basis  of  grain  capacity 
and  have  boon  converted  on  tho  basis  of  5  proof  gallons  per  bushel 
of  grain. 

5/   Unpublished  data  af  the  Bureau  of  Internal  Pvcvcnuo, 


I 


Although  a  WJtber  of  pndsocers  entered  the  bxeiiieee  foUoving  the 
resuq^tlon  of  the  lofal  tale  of  hevera^e  spirite,  four  companies  have 
aesosod  a  leading  position  in  the  industry,  l/    These  companies  began 
oporatione  with  largo  amounts  of  capital  which  enabled  them  trt  estab- 
lish organizations  for  national  distribution  of  their  producta^  Some 
of  them  also  ownod  or  acquired  most  of  the  inqportant  brand  naites  idiich 
had  been  used  prior  to  prohibition.  2/   By  1938  these  four  coaoaaies 
aocomted  for  aore  than  half  of  the  production  of  whisky  and  ef  the 
ato^s  of  nlxislQr  held  in  bonded  v'archouses.  ^    During  the  war  the  four 
leading  conpanios  acquired  additional  distilleries  or  purchased  some  of 
the  stocks  owned  by  other  companies  and  in  September,  I9U3  they  held 
nearly  60  percent  of  the  total  stooks  of  ^isky.  k/    ThU  hi*  proporticm 
of  control  of  inventories  placed  theso  CMopanies  in  a  favorable  positi^tti 
to  establish  strong  eonsimer  preferences  in  the  postwar  market.    Per  the 
fiscal  year  19**7»  the  four  companies  accounted  for  75  percent  of  the 
ddicstic  whisky  bottled  for  consumption.  ^ 

The  industrtr  has  a  producing  capacity  greatly  in  excess  of  con- 
sumption. 6/   However,  in  view  of  the  restrictions  that  haire  prevailed 

P«>toction  of  beverage  spirits  toing  sost  of  the  time  since  ^ 
VZl  opacity  has  not  boon  as  important  a  factor  in  the  market  position 
of  the  companies  as  the  stocks  of  whisky  held.    In  1938  the  estimated 
capacity  of  all  whisky  distilleries  was  U35  million  Droof  gallons,  jj 
"me  largest  amount  produced  in  any  year  after  repeal  was  22h  million 
proof  gallons  in  I936.    (Table  3)    The  majdna  tax-paid  withdrawals 
Have  been  substantiaUy  smaller  than  this  aaeiint.    PresMt  prodocing 
w^$i!^^F®^l4^^^.5^"^"*^*^^3r  twice  as  large  as  the  prov/ar  level, 
M^Trcof  g^^^^^^  -  P-0P<>-^^--^  their 

1/    Temporary  National  Sconomic  Committoo>  Invostigation  of  Concentration 
of  Economic  Power.  Part  6,  "Liquor  IndnitS^S^  . 

3/    Ibid,  pp,  267s, 2680. 

^    *i!  \  Senate,  Hearings  before  a  Subcommittee  of  the  Committee  on 
,the  JudiciararJSth  Congress.  1st  Session,  p.  158.    These  companies 
also  acquired  a  substantial  interest  in  the  wine  industry  and 
subsequently  acquired  some  rum  distilleries. 

5/   Unpublished  data  of  the  Bureau  of  Internal  Bovonuo.    The  proTOrtion 
of  whisky  bottled  by  these  cospanios  it  hi|Jier  than  the  proWtion 
of  whisky  produced,    k  higher  proportion  of  their  sales  consists  of 

^   ^irit  blmds  contpared  with  the  balance  of  the  industry. 

0/  'Xxeess  edacity  appears  to  have  been  a  characteristic  of  the 
industry  prior  to  prohibition.  (Report  on  Trustsand  Jaduatrial 
Combinations,  .Op ^  cit..  p.  81.) 

1/    Temporary  National  Sconomic  Capnittoe.  op.  cit..  p.  2677. 

SJ   unpublidied  data  of  the  Bureaii  of  Internal  Bevcnuo. 


In  viow  of  the  large  prodocing  capacity  cf  the  industry  tho  i^olatlvc 

position  of  different  companies  under  unrestricted  production  vrill  depend 
to  a  largo  extent  upon  the  distribution  feicili tics  nnd  the  morchrjidising 
policies  of  tho  scvoral  coBipanios. 

Isiports  of.  tho  pjrflaclpal  typos  of  prodtiets  arc  usually  handled  "by 
osDClusirc  distrllsutors.    In  soao  cases  a  domostlc  distiller  is  the  agent 
for  these  products,  l/ 

3*    Competition  and. price  policy 

Despite  tho  relatively  large  importance  of  the  tax  the  products 
of  tho  Industry  are  sold  over  a  fairly  wide  price  range.  Price 
differentiation  oay  aarise  from  a  numhor  of  factors.    In  the  case  of 
t^isky,  differences  in  price  may  reflect  differences  in  tho  ago  of  tho 
product  offered,  whether  it  is  a  straight  or  "blended  whisky,  the  pro- 
portion of  neutral  spirits  used  in  blended  vhisky,  pjid  the  proof  of  the 
product;  in  addition  to  those  factors  the  reputation  of  tho  producer 
or  tho  popularity  <rf  tho  brand  may  bo  important.  2/    lEhere  arc  indi- 
cations th{\t  the  industry!  s  pricing  methods  place  great  stress  on  tho 
coasvaaor^  s  prof oronco  for  particular  types  or  obaracterlstlcs  of 
products,  y    Whisky  is  now  sold  in  two  fairly  distinct  price  classes, 
the  older  straight  whiskies  .?nd  whisky  blonds.  ]+/    Just  prior  to  the 
war  younger  straiglit  whisky  sold  at  prices  conpotitive  with  the  blended 
products.    Gin,  an  unngod  product,  usually  sells  at  lower  prices  than 
whisky*    $oM  low-i^rleed  brands  of  mm  and  brandy  sell  for  loss  than 
gin,  bfut  most  of  tho  brands  sell  at  prices  coiaparrlile  to  \Msky. 

Distilled  spirits  arc  genorrlly  sold  under  "brpnd  nrjnos.    In  Somo 
cases  the  products  of  a  distiller  will  be  sold  under  the  T)ri^atc 
brand  of  a  distributor,  but  since  the  repeal  of  prohibition  nost  sales 
have  been  made  under  producor  brands.    Skioh  of  tho  larger  conpanies 

1/    BBkl,  op.  cit.Tp*  25^et  seq,~ 

2/    The  discussion  refers  to  norrnrl  supply  conditions.    An  unU8ua,l 

scarcity  or  over  supply  of  one  class  of  products  would  affect 

its  relationship  to  tho  prices  of  other  products. 
2/    Considerable  attention  was  givon  to  this  question  in  the  TNBC 

Hearings  in  1939 •  tho  evidence  tho  basis  of  pricing  was 

not  clear. 

}jj    Straight  i#hisky  includes  whisky  of  a  givon  season's  production 
which  nay  or  nay  not  be  bottled-in-bond  and  also  mixtures  of 
the  production  of  different  years.    The  latter  nay  not  be  labeled 
bottlod-in-bond  and  are  usually  referred  to  as  blends  of  strrJ.ght 
idiisklos*    Imported  specialty  whiskies  such  as  Scotch,  Irish  or 
Canadian  usually  sell  at  or  sl^ove  the  prices  of  the  older  domestic 
straight  whiskies. 
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has  a  number  of  "brfrnds  covering  different  types  of  ^'^hlskies  and  dif- 
ferent price  lin^e,  md  they  also  have  popul?^r  hronds  of  gin  aiid  certain 
other  distilled  spirits.    The  relative  emphasis  placed  on  straight 
idiislgr  and  blends  differs  coxuiiderabljr  aaong  companies*-   Both  before 
aad  dnriiii;  the  wfu^  new  briuide  vere  frequently  introduced*  ^fae  total 
amber  6t  aetlTe  brende,  ezeludiiig  prlTiite  brimdst  is  probnbly  sabstan* 
tially  in  excess  of  100.    In  one  State  store  priees  are  listed  for  7^ 
brands  of  domestic  whisfey  and  3^  brands  of  imported  vfhisky,-  (Table  5^ 
Although  there  h^s  been  no  decrease  in  the  number  of  brands  carried  in 
these  stores  since  1939 1       ^8  i>088ible  that  the  total  number  of  brands 
for  the  coaiitty  has  deereased*    It  appear St  ho%rever«  that  there  has  been 
a  mazlDed  increase  in  the  concentration  of  sales  in  leading  brandis*  It 
has  been  stAted  that  the  firm  leading  brands  now  account  for  nearly  ^0 
pereetit  of  total  whisky  sales  comp^^red  with  not  more  than  20  percent 
prior  to  the  war,  1/    Increasing  concentration  of  sales  in  a  limited 
number  of  brandSt  similar  to  that  which  h.^s  occurred  in  the  cigarette 
and  a  number  of  other  ind\istriest  has  been  predicted*  g/  Such  a  develop 
ment  is  diaraoteristic  of  decreaeinc  price  cc^E>^tition»  but  it  is  n^t 
yet  dear  to  iMhat  extent  the  change  that  has  taken  plac^  represent  a 
a  definite  trend  and  to  iihat  extent  it  is  a  reflection  of  the  wartime 
shortages  in  supT)liesr   The  substantial  increases  in  advertising  expend!^ 
tures  of  leading  comTDanles  from  1^3^  to  IQ3S  would  indicate  increasing 
effort  toi  establish  consumer  preference*  ]jj 

The  development  of  the  price  policy  of  the  industry  hae  been 
affected  hy  unusual  conditions  during  most  of  the  period  since  1955« 
Althougli  no  reliable  price  series  Is  available,  it  is  generally  reported 
that  prices  declined  substantially  as  the  industry  aceonulated  an 
adequate  supply  of  aged  *isky  in  the  1930* s.  U/    There  is  evidence  that 
the  decreases  in  prices  during  the  latter  part  of  the  prewar  period 
were  confined  l»irgely  to  hot  tied- in-bond  products.-  (lablo  5)  Information 
on  certain  leading  brands  indicates,  however,  that  prices  on  established 
brands  were  not  dianged  very  ftreq[uently*       There  is  some  evidence  that 
larger  distillers  gave  special  discounts  from  list  prices  prior  to  the 
war  when  market  conditions  were  unjsettled.  6/  Smaller  distillers  probably 
have  to  sell  their  products  on  a  price  basis  where  they  are  unable  to 
support  a  national  system  of  distribution  or  intensive  advertising. 
Price  competition  may  also  arise  through  the  introduction  of  a  new  b|rand. 

1/  Journal  of  Commerce,  fifteenth  Annual  Wine  and  Spirits  liKimber, 
IToiveoiber  21,  19^-7,  pp^  2,  6t    Both  figures  are  presumably  based 
on  sales  data  for  mononoly  States, 

2/  Ibid.,  p,  2. 

i/  THBC,  op.  cit,.  pp.  2717-2718.  The  advertising  expenditures,  which 
are  shown  only  for  newspapers  and  national  mqgaz}iies,  increased  from 
$U.2  million  in  193^  to  $11*9  million  in  193«,- 

h/  Testimony  of  a  number  of  witnesses, 

5J  I£l4&»t  Pf  2696.    On  most  of  these  brahds  list  prices  were  dianged 

only  two  or  three  times  in  a  U-year  period  Wjft-WJSr 
£/  ^iness  ^eel^.  September  28,  WUO,  v\  U5. 


fable  3 

Vhisky  "by  types:    Hum'ber  of  "brands  and  price  range 
in  V^rgiuiia  State  atores  X937t  1939  and  19^7 

Qoart  aliet,  90-^preof  tests  if) 


Nxaaber  of  larands 

h 
m 

JJuly  16, :Feb.  l.tDec.  1, 
X    1937    ;  19^9    »  191^7 


Price  range 


:  July  16,  1937:yeb.  1.  1939:Dec.  1, 

:  EiMh  t  Low    :  Hi^di  ;  Low  ;  High  :  Low 


Blended  whisky 
Whiskj'  (less  than 
2  years  old) 

Bourbon 

Rye 

Com 

Straight  whisky  2/ 
Bourbon 
Rye 
Com 

Blends  of  stralinlit 

Bourdon 

Rye 

Bottled  in  bond 
Bourbon 

Scotch  t|pe 
inerican  i^isky 


Total  domestic  62 


12 

15 

ko 

$1.00 

$1.90 

$1.05  $U,10 

$2.75 

5 

■1 

2 

1 ) 
0 

k 

2 

l»^5 

.95 

1.00 

1.00 

.95 
.90 

X.05 
1.00 

1.00  ] 
1.00  J 

i  2.6o 
2.60 

2.55 
2.60 

Ik 
10 
1 

20 
11 
k 

7 
1 
0 

1.50 

i.ko 

1.05 

1.15 

1.10 

l<05 

1.50 
1.70 

1.10 

1.00 

X.05 
1.05 

5.15 

3-10 
h,Go 

6 
3 

S) 

3) 

3 

2.20 
2.30 

1.25 
1.50 

2.30 

2,25 

1.30) 
1.50) 

5*80 

5 
3 

5 
5 

u 

2 

3.60 

2.35 

2.30 

.2.35 

2.25 

2.00 

i.a? 

1.75 

5.35 
5.00 

^^•35 

k.JO 

0 

0 

1 

3.90 

3.90 

73 


7k  y 


Canadian  >&i8l^ 

3 

3 

3 

3.1*6 

2.75 

3M 

3.00 

k.35 

U.6O 

Seotdi  whisky 

17 

29 

3.65 

2.U0 

3.80 

2.30 

7.05 

4.80 

Irish  whisky 

2 

2 

2 

2.65 

2.55 

2.70 

2.60 

4.S5 

k,T5 

Irish  American 

whisky 

1 

1 

0 

I.U5 

1.45 

1.70 

1.70 

T 

r 

lotal  iaported 

20 

23 

3»* 

Treasury  Departinent,  Division  of  Tax  Research     ~~  ~— 

Source:  TITO.  Invostigatlen  of  Concontration  of  Economic  Poorer.  Part  "Licjoor 
Industry".  Ilarch  I939.  Exhibits  Ul9,U33;  and  Alcoholic  Beverage  Control 
Board,  Commonwealth  of  Virginia,  List  Ho.  II3,  effective  December  X,  19^7, 

1/  In  order  to  eliminate  dif foronces  in  price  due  to  differences  in  proof,  the 
sales  prices  for  brands  other  than  90  proof  were  converted  to  a  90  proof  basis 
For  the  years  1937  and  1939  prices  were  usually  quoted  on  quart  cizes  and  have 
been  reduced  by  20  Borccnt  for  comparability  with  present  prices  v^hich  are 
commonly  on  the  basis  of  the  4/5  quart  bottle.    All  figures  have  boon  rounded 
to  the  nearest  5  cents.  ^  ^ 

2/  Straight  whisky  is  lAiisky  that  Is  at  least  2  years  old. 

y  Indudos  throe  brands  of  bourbon  vrhisky  liqueurs,  ranging  from.  $2,25  to  $2.35 » 
1 


However t  la  view  of  the  apparent  emphasis  being  placed  on 
liraad  prefweniDet  future  ohanfes  in  demand  aey  reeiilt  in  less 
l»rioe  wiation  l^an  in  the  pest. 

Price  policies  at  the  wholesale  and  retail  level  differ  'between 
the  so-called  monopoly  and  license  States.    In  17  States  where  the 
sale  of  distilled  spirits  is  conducted  "by  the  State,  prices  are 
usiially  fixed  on  the  ha,8i8  of  a  uniform  mark-up.  l/  2xcept  for  cut- 
prloe  sales,  the  price  to  the  consumer  on  package  sales  among  those 
States  varies  only  by  the  amount  of  the  mark-^t^i  and  any  tax  that  ' 
may  he  impoeed. 

In  the  license  States  there  hasi  heen  an  increasing  effort  to 
secure  resale  price  maintenance.    Although  some  producers  distribute 
their  products  through  exclusive  i^iolesalers  this  is  not  tdie  gener^ 
practice  In  the  indMtry«   Prior  to  the  war  some  wholesalers 
apparently  had  engc>ged  in  cutting  ptices  to  retailers,  i/  Intensive 
price  wars  were  experienced  at  the  i^etail  level  on  several  occasions  "^ut 
they  were  generally  concentrated  in  certain  areas,  particularly  in  the 
large  metropolitan  centers.  U/  Experience  of  distributors  led  both 
^diolesalors  and  retailers  to  ^ioin  in  efforts  to  "stabilize"  the  industry 
and  to  induce  distillers  to  price  their  products  under  the  Fair  Trade 
Acts.    In  some  States  laws  were  passed  requiring  fair  trade  pricing*  in 
contrast  to  the  usual  type  of  law  which  permits  producers  to  presdrihe 
resale  prices,  and  in  somo  cases  a  minimom  and  profitable  retail  torlc-tqa 
was  required.  ^    The  wartime  increase  in  demand  and  subsequent  limita- 
tions on  supplies  tended  to  relieve  the  industry  of  the  problem  of  resale 
price  maintenance*    The  effectiveness  of  the  laws  will  not  be  known  until 
the  industry  has  ^gaizi  ^buiM  qp  adequate  supplies  to  meet  the  demand* 


1/  One  State  has  a  monopoly  at  the  wholesale  but  not  at  the  retail 
level. 

2/  I&ider  a  provision  known  as  the  **l>es  Moines  demand  warranty"  the 
purchase  agreement  of  State  monopolies  apparently  assures  them 
of  the  lowest  price  at  which  a  distiller  sells  to  nny  buyer.  (II»S* 

Senate,  Heaj-ings  before  a  Subcommittee  of  the  Committee  on  the 
Judiciary,  op.  cit..  p.  199;  and  TIT3C,  op.  cit..  p.  2572  ct>  seq.) 
Ji/  Beport  of  the  federal  Trade  Commission  on  Resale  Price  Maintenance, 
p.  370t 

U/  The  two  most  extreme  price  wars  occurred  in  1935^36        in  19UO. 
fwo-year-old  %^isky  first  hecame  freely  available  in  1935-36 
>^ile  I9H0  represented  a  foixr-^ycar-^^o  for  the  very  large  produc- 
tion of  1936*    Those  two  ages  wre  those  when  whisky  can  bo  used 
for  straight  whisky  and  bottled^ in<*bond,  rospectlvely* 

5/  federal  Trade  Commission,  ot).  cit. ,  p* 
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^.    Coste  and  prices 

Producer  costs  of  distilled  spirits  are  fsd^ly  uniform,  ezcept 
for  diff ereneos  in  ageing  or  special  processing  that  ina;sr  be  inrolved. 
In  general  there  are  not  large  differences  in  distilling  and  bottling 

costs  for  a  given  class  of  product,    ^he  cost  of  distilling  depends 
*  largely  upon  the  raw  material  used.    Grain  is  the  principal  raw 
material  for  the  production  of  vrhisky  and  gin;  hrandy  is  produced 
from  various  fruits  and  nun  is  produced  from  molasses.    In  1939  the 
cost  of  materials  represented  about  one-third  of  the  value  of  products 
at  the  di8till>»ry,  and  salaries  and  iiagea^  about  12  percent.  1/  The 
average  value  of  whisky  per  proof  gallon  at  the  still  was  about  ^0  cents 
compared  with  60  conts In  1937»  I^ackaging  costs,  \Aiich  include  "bottling, 
labeling  and  casing,  are  not  reported  by  the  Census.    Prior  to  the 
war  these  costs  were  estimated  to  amount  to  HQ  cents  par  gallon  or 
nearly  as  nuoh  as  the  co«^t  of  distilling.  2/ 

igeing  may  result  in  substantial  differences  in  producers*  costs 
for  different  brands  of  \^isky.    !Phe  difference  in  cost  depends  upon 
the  way  in  which  the  distilled  product  is  aged,  the  length  of  the 
ageing  period  and  the  proportion  of  aged  whisky  used  in  the  product 
bottled  for  sale.    If  whiskies  of  different  year's  production  are 
mixed  or  whisky  is  blended  with  neutral  spirits,  the  product  is  subject 
to  a  rectification  tax  of  30  cents  per  proof  gallon  in  addition  to  the 
cost  of  rectification,    fhe  principal  costs  involved  in  ageing  tidiisky 
are  the  cost  of  the  "barrel  or  cooperage  in  which  it  is  stored,  storage 
charges,  insurance,  interest  and  property  taxes.    These  costs  are  not 
reported  by  the  Census  and  considerable  variation  Is  found  in  estimates, 
but  before  the  itar  they  probrJbly  runounted  to  at  ler,st  3^  to  kO  cents  per 
proef  galloii  for  a  U-year  period.^ln  addition  to  the  outlay  required, 
an  iB|)ortant  factor  in  ageing  costs  is  the  loss  iMch  occurs  throu^ 
leakage  and  evaporation.    The  loss  varies  depending  won  storage 
conditions  but  usually  is  relatively  heaviest  in  the  first  year  and 
probably  averages  about  20  percent  on  4-year  ageing,  kj    Through  this 

1/  Department  of  Commerce,  Census  of  Hanufactures,  1939;  Vol'  II*  ^ 
Part  I  *    Salftrles  and  wages  are  those  for  manufacturing;  total 
salaries  and  wages  amounted  to  about  15  percent  of  the  value 
of  the  product. 

2/  Analyst,  February  8,  1939.  P-  227.    The  cost  estimate  included 
overhead  and  was  given  on  a  bottle  basis.    It  is  aasumed  that  the 
estimate  itfas  made  for  tjoart  bottles* 

2/  OTIC,  op.  c' t,.  pp.  2^3,2517.    The  cost  of  a  barrel  was  reported 
to  be  $5-$7.  ^ich  would  amount  to  10  cents  or  more  per  proof 
gallon.    Ageing  costs  v;ere  indicated  to  be  5  cents  per  gp.llon 
per  yerx  on  original  entry  grsuge. 

k/  The  maxima  statutory  allowance  for  this  period  is  11  proof  gallons 
per  barrel  wideh  contains  about  50  proof  gallons*  (Internal  Revenue 
Code.  Section  2901 •} 


loss  the  cost  of  distilling  and  storing  is  increased  by  2^  percent. 
Before  the  var  the  total  cost  of  a  proof  gallon  of  whiskey  aged  four 
years  was  probably  at  least  2-1/2  times  as  nxach  as  the  cost  of  dis^ 
tilliog  a  proof  gallon,.   The  dlffereaee  would  be  relatively  smaller 
after  the  addition  of  tax  and  bottling  eosts  because  these  are 
practically  the  same  for  aged  and  unaged  ^sky. 

The  prices  of  di??tilled  spirits  that  can  be  utilized  for 
consumption  without  ageing  would  normally  bear  a  close  relationship 
to  costs  of  prodiictiont  but  the  price  of  aged  liquors  may  differ 
substantially  from  the  cost  at  %4ii^  they  were  produced  several 
years  previously.    ?or  several  years,  following  ropoal,  the  price 
of  aged  whisky  was  hi^  in  relation  to  the  current  cost  of  produc- 
tion and  ageing,  but  as  aged  stoclcs  reached  a  relatively  high  level 
the  price  structure  weakened  and  profits  declined*  The  price-cost 
relationship  has  widened  since  the  imMSitlon  of  restrictions  on 
production  in  19^8.    However »  present  oosts  are  very  ouch  hi^er  than 
the  prewar  level* 

B.    Character  of  demand 

Habits  and  social  attitudes  ap^opr  to  be  im-oortant  factors 
determining  the  demand  for  distilled  spirits*    There  may  be  a  certain 
amount  of  substitution  between  distilled  ^Irits  and  other  alcoholic 
beverages  b^sed  iroon  pried  considerations,  but  the  type  of  satisfac- 
tion obtained  from  the  different  forms  of  alcoholic  beverr^fires  suggests 
that  it  is  rather  limited.    Distilled  spirits  also  provide  s^^tisfac- 
tion  essontinlly  different  from  that  supplied  by  noor-alcoholic 
beverages t  such  as  soft  drinks*    Income  and  price  changes  Drobably 
have  an  imwrtmt  bearing  on  the  consiumtion  of  distilled  sDlrlts 
but  it  is  difficult  to  determine  their  effect* 

For  most  of  the  T)Pst  generation  the  derr.'^nd  for  distilled  snirits 
has  been  affected  by  extreme  chrnges  in  the  legalization  of  sale  rind 
by  war-induced  abnormalities*    For  approximately  5O  yeprs  prior  to 
prohibition  the  total  consxamption  of  distilled  si^irlts  had  increased 
but  the  increase  appears  to  have  been  very  largely  a  reflection  of  popula- 
tion gro%rth.    Comparison  of  per  Cfl^ita  conattmption  for  different  periods 
of  time  is  affected  by  changes  in  the  proportion  of  the  population  living 
in  jurisdictions  whore  the  sale  of  distilled  spirits  has  been  legal. 
These  proportions  changed  substantially  in  the  years  immediately  pre- 
ceding prohibition  but  there  appears  to  have  been  no  significant  (^lange 
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in  recent  yeare*  l/  S;l|ice  repeal  eoneiVBption  has  increased  almoex  eon- 
tinuouely  f^w  year  to  year  and  the  inoreasee  exceeded  the  grovw  in  popuXar- 
tion^    Some  of  the  growth  in  the  1930*8  can  probably  be  attributed  to  the 
reMjustraent  of  consumers  to  the  legalization  of  beverage  sales*    To  some 
consumers  distilled  spirits  represented  a  new  product.    A  large  part  of  the 
increase  is  probably  also  attributable  to  the  rise  in  the  level  of  national 
income.    In  the  years  I936-19UI  the  fluctuations  in  the  consumption  of 
distilled  spirits  were  smaller  than  the  fluctuations  in  disposable  income.  2j 

IMdence  regarding  the  effect  of  price  changes  on  the  consumption  of 
distilled  spirits  is  limited.  Adequate  data  on  retail  price  changes  are 
not  available  and  sinco  about  I9U2  consumption  has  been  affected  to  some 

extent  by  limitations  on  supply.    Most  of  the  evidence  appears  to  support 
the  conclusion  that  within  fairly  wide  limits  a  price  change  has  less  than 
a  proportionate  effect  on  the  unit  voltimo  of  sales,  j/    The  price  reduc- 
tions in  the  late  1930'8,  which  in  some  cases  were  accompanied  by  price 
wars,  did  not  seem   to  result  in  increases  in   consumption  proportionate 
to  the  decrease  in  prices.         Althougjh,  as  indicated  above,  demand  and 


1/  Annuffl  RoDorts  of  the  Distilled  Spirits  Institute.    A  sli^t  decrease 
since  igi^l  is  Indicated  in  the  proportion  of  the  population  living 
in  »wet«  areaa. 

gl  Based  on  Department  of  Commerce  data  on  disr)Osable  income.  Disposable 
income  is  the  series  used  prior  to  the  revision  published  in  the 
Survey  of  Current  Business  for  July  19^7. 

^  In  the  testimony  given  before  the  Temporary  National  Slconomic  Coanlttee 
one  industry  representative  seemed  to  take  the  position  that  consumer 
purchases  of  whisky  were  largely  independent  of  price.    (Part  6, 
•Liquor  Industry , "  p,  2519 , ) 

Wiere  was  a  very  drastic  price  war  in  New  York  City  in  the  summer 
of  I9U0.    As  the  population  of  the  City  is  over  50  percent  of  the 
total  for  the  State,  any  increase  in  consumer  purchases  because  of 
the  lower  prices  should  have  been -reflected  in  State  liquor  tax 
receipts.    An  examination  of  these  figures  shows  that  there  was  an 
increase  in  lAiolesale  (and  presumably  retail)  purchases  during  the 
price  war*    However,  after  prices  were  stabilized  there  was  such  a 
large  decrease  that  the  total  for  the  yenr  was  no  higher  than  would 
have  been  expected  if  there  had  been  no  price  war.  Apparently, 
consumers  added  to  their  inventories  during  tbo  price  war  with  the 
result  that  their  total  expenditures  for  the  year  were  less  than  they 
would  have  bean  in  the  absence  of  price  reductions.    The  inference 
that  lower  prices  did  not  affect  demand  is  not  conclusive,  however, 
because  the  price  changes  were  not  effective  for  a  long  enough  period 
to  produce  a  change  in  habitual  consumption  patterns. 


waggly  eoaditioiiB  haTe  }>^mk  abaoznal  for  most  of  the  war  aad 
postwar  period,  increases  in  the  rate  of  tax  and  in  prices 
exclusive  of  tax  have  "been  accompanied  "by  a  large  increase  in  ^r-* 
estimated  consumer  expenditures  for  distilled  spirits.  The 
increase  in  estimated  expenditures  has  "been  relatively  much 
larger  than  the  increase  in  the  level  of  income.    For  19^6 
estlaated  consiiDer  expenditures  for  distilled  spirits  anoonted 
to  5*5  percent  of  diaposflble  income  compared  with  2.2  percent 
in  1939*    (•i'able  6)    fhc  increase  in  the  ratio  after  I9U1  may 
have  been  due  m  part  to  the  shortages  of  other  consumer  goods. 
Consumer  expenditures  for  distilled  spirits  in  19^7  wore 
appreciably  below  the  19^6  level,  but  the  ratio  to  di^sable 
income  is  still  mmh  hi^or  than  in  the  prewar  years. 

C.    Outloolc  for  the  indastiy 

Indicated  consumption  of  distilled  spirits  in  I9U7  was  ' 
substantially  below  the  I9U6  level.    Tax-paid  withdrawals  do- 
creasod  by  19  porcont.    Somo  of  the  decline  in  tax-paid  with- 
drawals, however,  appecurs  to  havo  resulted  from  dealers'  efforts 
to  rodoeo  inventories.    Sales  to  consumers  in  monopoly  States 
deelinod  only  aibout  8  percent  %Mlo  sales  by  wholesalers  in 
l^onse  States,  as  indicated  by  tax  collections,  declined  by  2J 
percent. l/s^nco  incomes  were  higher  in  19^7»  the  decrease  was 
.  greater  in  relation  to  the  level  of  income.    The  decline  may  have 
been  duo  in  part  to  the  fact  that  in  19^7  consumers  bought  more 
diiral>le  goods- and  had  to  pay  hi^Jier  prices  for  ipoods  and  serviecs 
in  general*   Tbider  more  normal  consumption  patterns,  purchases 
of  distilled  spirits,  as  in  the  past,  are  likely  to  rise  and  fall 
with  changes  in  the  level  of  income.    Past  experience  does  not 
indicate,  however,  whcjthcr  there  will  bo  a  significant  long-term 
growth,  in  consumption. 

As  consumption  deelinod  in  19^7 1  stocks  of  whisky  increased 
until  production  ceased  under  the  grain-saving  program.  The 

s\:5>ply  of  vroll-aged  stocks,  of  course,  has  continued  to  decline 
because  there  vras  no  significant  production  between  19U2  and 
19^5-    stocks  more  than  ^  years  old  amounted  to  125  million 
proof  gallons  on  Juno  30.  19^7.  a  decrease  of  about  50  million 
gallons  from  June  30f  19^6.    (Tal)le  7)    The  June  50,  19U7  stocks 
of  H-year  old  tdiisky  wore  at  about  the  level  of  June  30,  19^* 
However,  they  vill  continue  to  decline  \intil  I9U9  when  tho 
whisky  produced  in  I9U5  becomes  k  years  old.    The  age  distribution 
of  whisky  stocks  ^parcntly  v/ill  bo  abnormal  for  some  timo  in 
tho  futuro. 


1/  Distilled  Spirits  Institute,  Statistieal  Beports. 


Tablo  6 


Disposable  incomo,  tax-paid  vdthdrawals  of  distilled  spirits 
and  consumer  expenditures  for  distilled  spirits,  1935-19ii-6 


Calendar: 
year 


Disposable 

income  l/ 


:  Percent 
:    Amoimt    :  change 
: (billions) J  from 
I  .'iprecoding 


1 

i 

1935 
1936 

$  56.3 
65.2 

Tear 
15.8 

1937 
1938 

69.2  ; 
62.9 

6.1 
-  9.1 

1939 

19U0 

67.7 
72.9 

7.6 

7.7 

19U1 

1942 

88,7 
110.6 

21.7 
24.7 

19U3 

124.6 
137.1+ 

12.7 
10.3 

19U5 

19U6 

139.7 
146.0 

1.7 

1+.5 

Tax-paid 
vithdravals 


.^ount    •  Percent 
(Millions:  change 
of  proof:  from 
gallons)  :precoding 


Consuror  oxponditures 
for  distilled  spirits  2/ 


97.9 

129.8 

-5  ■  year 

32.6  <S 

$  996 
1.304 

125.0 

3.5 
-  7.0 

1.469 
1.396 

132.1 

141.5 

5.7 

7.1 

1,511 
1.675 

155-6 
161.6 

10.0 

3,9 

1.979 
2.683 

135.5 
157.7 

-16.2 
16.4 

3.202 
3.8»«5 

177.7 
215.6 

12.7 
21.3 

4,4oo 
5.060 

Amount    :PGrcent:Per  proof 
(millions) :  of  dis-:  gallon 

tposablo:  tai&^aid  }J 
:  income : 


$  10.17 

2.0  )5 

10.05 

2.1 

2.2 

11.17 

2.2 

11. 

2.3 

11. 

2.2 

12.72 

2.4 

16^60 

2.6 

23.63 

2.8 

2^^.38 

3-1 

2^.76 

3.5 

23.47 

Source:    Department  of  Commerce,  press  release  of  April  30.  I9U7  and  Survey 
of  Current  Business,  May  1942,  April  1944,  February  1946  and 
Pehruary  1947.    Disposable  income  and  consumer  expenditures  are 
from  the  series  published  prior  to  the  revision  given  in  Supplemont 
to  Survey  of  Current  Business.  July  I947.    Tax-paid  withdrawals: 
Annual  Reports  of  the  Coinmissionor  of  Internal  Revenue. 

if  Disposable  income  represents  income  payments  less  personal  taxes. 
2/  Includes  expenditures  for  drinks  at  bars  and  restaurants  as  woU  as 

package  purchases. 
^  Coxoputed  on  rounded  figures. 
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Table  7 

Stocks  of  whisky  in  Internal  revenue  bonded  warehouses 

as  of  June  30,  19U6  and  19U7 

( In  Biillions  of  tax  gallons  l/.) 


Year  • 

of  : 

Season 

!        Stocks  2/  ! 

increase  v  ^ ; 
or  decrease  (-) 

production; 

:      19U6  ; 

1947  : 

from  19U6  to  IPU? 

193« 

Fall 

.9 

mm 

1Q7Q 

010  ring 
'all 

3.8 
5.3 

1.6 

-  3.8 

-  3.7 

Pall 

13.2 
21.0 

5.8 
8.5 

-  12,5 

Spring 
fall 

U0.3 

^1.3 

^.2 
32,2 

-  l6,l 

-  15.7 

Spring 
fall 

17.5 

37.5 
IU.3 

-  9.1 

-  3.2 

Spring 
fall 

Spring 

Pai 

13.0 

12.3 

.7 

19U5 

Spring 
faU 

25-3 
70.0 

2U.9 
69.3 

-  .1^ 

-  .7 

Spring 
Pall 

.69.2 

99.5 

-  A 
+  59.5 

Spring 

106.0 

+  106.0 

Total 

37U,1 

U6U.g 

+  90.7 

Whisky  over 

h  years  old 

179.0 

I2l*.l 

-  5^.9 

Traasury  Bepartamtt  Division  of  Tax  Hesearch 

Sources    Bureau  of  Internal  Bevenue,  Alcohol  Tax  Unit,  press 

release  of  October  21,  19H7. 
1/  A  tax  gallon  for  spirits  of  100  proof  or  over  is  equivalent  to 

the  proof  gc-^llon.    for  spirits  of  less  than  100  proof  the  tpx 

g»llon  is  equiv^^Ient  to  the  vine  gallon^ 
2/  Excludes  a  small  praount  produced  in  I92I  and  prior  years* 

Represents  original  entry  galUnsf  losees  nat  determined  Bntil 

wi  thdrawal* 
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Production  of  irtiiaky  in  tho  first  6  months  of  19^7  aaotmted  to 
107  million  proof  grllons»  or  at  an  anntial  rate  nearly  as  higji  as  the 
peak  j>reimr  year  of  production.    Total  stocks  on  June  30,  19U7  had 
risen  to  UbJ  million  proof  gallons  or  within  50  million  gallons  of 
tho  prewar  peak.    Suhscquont  to  June  30,  production  v/as  at  a  rela- 
tively low  level  until  Octolicr,  the  last  month  preceding  the  adoption 
.  of  the  grain-saving  progrrjn.    V/ith  present  cc^acity  and  unlimited 
use  of  grain,  distillers  prohahly  could  produce  in  a  few  months  as 
much  whisky  as  they  would  desire  to  add  to  stocks  in  one  season. 
Howover,  hi|Ji  grain  prices  waxld  hcnre  tended  to  limit  production  of 
whisky  in  the  ahdence  of  grain  restrictions,  l/ 

After  supplies  of  .-igcd  whisky  have  heen  built  \jp  under  unlimited 
production,  competition  in  tho  industry  is  likely  to  ho  intenstvo.'^ 
Storc?gc  costs  tend  to  force  a^d  stodcs  on  to  tho  market  i^cn  adequate 
production  is  in  prospect.    Continued  laprovomont  in  the  supply 
situation  would  bring  prices  more  nearly  in  line  with  costs  and  might 
result  in  a  period  of  price  wonkness  rjid  instability.    A  continuation 
of  tho  concentration  of  sales  in  loading  brands,  hov;cvor,  vrould  tend 
to  reduce  the  extent  of  prico  competition  at  the  distiller  lovely 
Price  cutting  at  tho  wholesale  and  retail  lovols  mig^t  agcdji  he^>mo 
serious  unless  pricing  tmder  fair  trad©  laws  prevontod  it. 

V.    Iffects  of  the  tax 

1.    On  profits 

All  branches  of  tho  distilled  spirits  indastry  hecame  increasing- 
ly profitable  during  the  war.    In  19^5  not  income  after  taxes  of 
distillofSt  rectifiers  and  blenders  filing  corporation  tax  returns 
inoronsod  by  ]&30  percent  over  1939*      (Table  g)    Beginning  with  19^12 
distillers'  profits  reflect  the  production  of  s-oirits  for  war  purposes. 
This  continued  through  August  I9U5.    Profits  of  distillers  reporting 
to  the  Securities  and  Dxchango  Commission  in  I9U6  exceeded  thosa  for 
the  war  yecirs.    Total  net  profits  before  income  taxes  were  nearly  10 
times  as  hi^  as  in  I939.    (Table  9)    ETot  profits  after  income  taxes 
were  39.5  percent  of  net  worth  compared  with  the  prewar  high  of  18.9 
percent  in  1937.    Liquor  wholesalers  and  retail  package  stores  filing 
corporation  tax  returns  showed  relatively  larger  increases  in  profits 
than  distillers  from  I939  to  19^+5.    (Table  g) 

IJartine  controls  tended  to  minimize  the  effect  of  tho  excise 
tax  increases  on  tho  profits  of  tho  industry.    After  the  pro- 
duction of  boTorago  spirits  was  stopped  in  I9U2,  supplies' remained 

1/  In  the  latter  part  of  1947  corn  and  rye  prices  both  rose  to  noro 
than  five  times  the  I939  level.    (Dcpartnient  of  Labor,  !-^olcsalo 
Prices;  December  and  Year  IQ'^q.  md  "Average  IVholesale  Prices  and 
Index  numbers  of  Individual  Commodities, »•  October  19^7.) 
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fable  8 

Hooibcr  of  corppration  ineoaie  tax  retums,  receipts  snd  not  income 
of  distillorp  and  distributors  of  distilled  spirits,  193S-1945 

(Money  figaros  in  ollllons) 


1938 

1939 
19U0 

1941 

19U3 
191+4 
1945 


193« 

1939 
19110 

19U1 

19U2 

19U3 

191+4 

19>*5 


1938 

1939 
19  Uo 
1941 

19U2 

19U3 
19W 

1945 


I        Botums  with  not 

income  * 

Eotums  with  no  net  income 

Year 

:  ITumbor  :  Total  : 
:  of  :  compilod  : 
:  returns  :  receipts  : 

Not  income  \ 
after  tax  !/[ 

Hiunbcr  :    Total  : 

of     !  conrpilcd  :  Deficit 
returns:  receipts  : 

Distlllora.  roctiflera  fjid  blenders 


106 

123 

152 
167 

157 

157 

908 

979 

l.OlU 

932 
956 


51*7 

733 
900 

1.171 
1.48U 

l.UlS 

1,489 


•1.6 
659.8 
87»^.6 
1,076.3 
1.271.3 
If  755*9 

796.1 

1,131.0 

1,50U.2 

1.592.3 

2,092.2 
2.490.4 


$  20.3  208 

18 . 2  154 

23.6  116 

29.0  69 

36.8  61 

34.2  4i 

33.5  38 
46.8  60 

Wholosalcrs 

2/  2/ 

1/  2/ 

13.6  5^7 

20.0  417 

24.1  296 

33. s  153 

41.8  165 

45.0  238 


Bctail  pf\ckfleo  liquor  stores 

37.2 
45.0 

56.3 

75.1 
116.3 
160.1 

16s.  3 
197.6 


!  74.5 
85.5 

75.0 
22.3 
15.2 

18. S 
36.4 
63.4 

2/ 
2/ 
106.3 

85.9 
57.4 
22.3 
39.6 
92.7 


$  4.4 
5.0 

4.0 

.8 
1.4 

.7 
1.1 

3-1 

2/ 

3.0 
1.6 
1.4 

.7 
.7 
3.5 


»5 

1,070 

4l.2 

1.1 

.7 

1,008 

40.3 

1.0 

.8 

970 

4i.l 

.9 

1.2 

882 

38.3 

2.0 

634 

32.3 

:i 

98 

13.4 

.3 

4.6 

275 

15.6 

5.5 

238 

/  l6»2 

Troasojry  Bopnrtmcmt,  IMyision  of  fax  Eesoarch 
Source:    Statistics  of  lnco»0t  Part  2, 

1/    Not  income  after  corporation  income,  excess  profits  and  declared 

Talue  excess  profits  taxes* 
2/   Hot  available. 


Table  9 


Net  profits  fmd  rate  of   return  on  net  vrortli  of  distillers 
roporting  to  Socuritias  and  Bxchango  Commission,  I936-I9U6  l/ 


Yoar 


Not  profits 


Bofore       :  Aftor 
income  taxos  ;  income  taxes 


IFot  profits  as  a 

percent  of  not  v/orth 

Before      t  After 
income  taxes;  incomo  taxes 


(llilllons) 


1936 

1937 

193s 

1939 
19U0  iJ 

I9U1 
15ji2  y 

19^5 


$  32.3 
36.6 


73.5 
115.7 
155.8 

220.9  ^ 


i  26.5 
31.0 
A. 7 

23.9 

2U.6 

30.7 
33.9 


21.6  -S 

23.5 

15.5 
13.3 
15.3 
19.1 

.5 
.0 

56. 

67.»f 
76.7 

^•1 


17.8  f> 

18.J 

12.3 

10.7 

11.1^ 

13.1 

13.6 
15.2 
16.8 

19.7, 
3S.»' 


Treasury  Derpartment,  BiTision  of  Tax  Heseareh 


on, 


Survev  of  Anerican 


Sotirce:    Securities  and  ISxchange  Comnisci  ^   _ 

Listed  pprporations,  "Data  on  Profits  and  OperationsT" 
Part  I. 

1/  Coiapanies  included  for  the  vrhole  period  are:  The  Anerican  Dis- 
tilling Company,  Distillers  Corporation  -  Sea^rajns  Limited, 
Mohawk  Liqueur  Corporation,  National  Distillers  Products 
Corporation,  Old  Poindaxter  Distillery,  Ii«iBM|ted,  JSchenley 
Distillers  Coxporation  and  Hiram  Walker  -  Ooo^Aam  &  Vorts 
Limited.    Tor  the  years  I937-I9W:  Brown-Fcrman  Distillers  Corporati 
and  Merchants  Distilling  Corporation.    Tor  19U2^19U3  :  Tom  Moore 
Distillery  Comoany.    For  19^5-19116:  Philip  Blum  and  Conmanv, 
Incorporated,  Clcmaorc  Distilleries  Company,  Logansport  Distilling 
Company,  Incorporatod,  and  Park  and  TiXford,  Incoarporatod. 

2/  Hot  worth  as  of  the  begiming  of  year.    Include*  preferred  and 
cooiion  stock  and  saxplus. 

2/  Tiro  rogistrantu*  statomonts  wro  for  cight-inonths*  Interiw  period. 
ITot  iforth  ratios  adjusted  to  a  full  yoar, 

k/  One  rogistrrnt's  statement  for  a  nino-mouths»  interim  period.  let 
worth  ratios  adjusted  to  a  full  year. 


short  d#i^ite  the  additional  production  allowed  for  limited  periods  in 
13m  and  19^5,    Although  it  a^ears  that  the  price  ceilings  imposed 
were  not  fully  effective,  the  extensive  "l>ladic  market"  sales  indicate 
that  the  ceilings  did  limit  price  increases  on  leeal  ssIm,  1/  The 
increases  in  tax,  which  veare  reflected  la  oelllng  prices,  tindalibtedly 
held  dow  eontittiptioii  to  some  oxtent  and  thus  i#fre  prol>ahly  effective 
in  limit  lug  the  scope  of  the  hlack  market* 

The  present  Federal  tax  represents  approximately  50  percent  of 
the  retail  price  of  the  most  popular  brands  of  distilled  spirits.  2/ 
It  is  somewhat  lower  in  relation  to  the  hi^er  priced  products^  As 
indicated  in  Section  IV  ahove,  there  Is  insufficient  evidence  to 
determine  the  extent  to  uhloh  the  tax  may  reduce  consumption.  Condi- 
tions in  the  Industry  do  not  yet  reflect  a  normal  demand- supply 
relationAlp  and  the  shortage  of  aged  whisky  stocks  has  prevented 
the  industry  from  experiencing  strong  pressure  on  prices*    After  the 
termination  of  price  ceilings,  prices  were  incroMOd  somenhat,  Imt 
later  declined  as  production  rose* 

Thus  far  In  the  postwar  period  the  industry  appears  to  have 
avoided  over-production.    Moreover,  with  the  continued  high  level 
Of  income  dealers  have  been  able  to  dispose  of  slow-moving  stocks 
accumulated  during  the  war.    Under  those  condiUons,  profits  may 
continue  at  a  high  level  with  the  existing  tax  rate^  HoweverTa 
large  increase  in  stocks  or  a  substantial  decline  in  the  level  of 

Income  would  tend  to  stimulate  price  competition*    Vith  such  a 
development  the  present  rate  of  tax  might  have  a  substantial  adverse 
^fect  on  the  profits  of  the  industry.    However,  the  postwar  pattern 
of  competition  and  price  policy  of  the  industiy  has  not  yet  been 
clearly  established,  and  until  these  factors  are  more  fully  known 
It  is  difficult  to.readi  a  ooncluslcm  m  the  probable  effects  of  the 
tax  on  profits* 


^»   Stbusiness  cost 


petition 


Taxable  distilled  spirits  do  not  enter  into  the  cost  of  other 
products  to  a  very  substantial  extent.    The  principal  business  use  is 
in  the  manufacture  of  high  grade  perfumes  and  certain  food  and  medicinal 


»e  of  the 


tftg  m  m  M\  n  firy»  7«th  Congress,  lat  Session,  Part  2,  pv. 
'rto'  to  the  issuance  of  MMcinura  Price  RcgalatiGi)    No.  UUS. 
A«g«st  lU.  19U3.  higher  ceiling  prices  we«  obtained 
introducing  new  brmds.    (Part  2,  ijp.  U26-U39.)  ^ 
2/  The  ratio  will  differ  with  the  amount  of  tm  Imposed  by  State 
and  local  govemoents,  or  the  mount  of  the  ■vrt^up  auute  by  State 

Z^ii^I*    ?*L^?'**r'*i'*''  Treasury  Department 

study  "Jederal-State  Tax  Coordination,"  July  19U7. 


\ 
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products.    fh«  tax  on  the  distilled  spirits  used  for  these  purposes 

provides  for  a  dravback  of  $6  per  proof  gallon.    The  net  tax  of  $3 

per  proof  ^^allon  prolDably  is  not  an  important  factor  in  the  coznpetitive 

position  of  the  products  made  from  tax-paid  distilled  spirits. 

The  t^  on  distilled  spirits  is  hii^er  In  relation  to  the  prlee 
of  the  product  then  the  taxes  on  fermented  malt  liquors  and  wines. 
Althou^  the  latter  afford  a  closely  allied  form  of  consumer  satis- 
faction, it  is  doubtful  whether  the  present  differences  in  tax  are 
sufficient  to  cause  an  appreciable  amount  of  substitution  of  the 
lower  taxed  products  for  distilled  spirits.    It  would  ap"oear  that 
social  considerations  affecting  the  choice  of  alcoholic  liquors  are^ 
so  strong  that  a  much  larger  tax  differential  would  he  necessary  %o 
produce  a  suhstantial  change  in  conswption  habits. 

The  flat  specific  tax  on  distilled  spirits  tends  to  give  more 
expensive  products  a  competitive  advantage,  l/    For  example,  although 
at  the  distiller  level  one  product  may  sell  at  half  the  price  of 
another  hefore  tax»  the  addition  of  tax  plus  wholesale  and  retail 
maxk-4ips  on  cost  including  tax  would  raise  the  price  of  the  dieeper 
product  at  the  retail  level  to  approximately  75  percent  of  the  more 
expensive  product.    This  tends  to  affect  adversely  distillers  con-  " 
contrating  on  lovr  priced  linos.    Tlie  amount  of  tax  may  be  reduced  "by 
lowering  the  proof  of  the  product  v/i  thin  certr.in  limits,  but  this 
process  increases  bottling,  packaging  and  distribution  costs  in  relation 
to  tho  price  of  the  product  per  unit  of  proof.    There  is  no  clear-cut 
division  in  the  industry  between  producers  of  the  lower  and  higher 
priced  products  hut  s<»ie  firms  do  tend  to  concentrate  on  either  hlen^ 
or  straight  T^isky  products. 

By  incrc-using  the  capital  requirements  of  T.-holosalers  £^Jid  retailers 
tho  tax  tends  to  limit  coopetition  at  these  levels*    Howovcr»  tho  State 
or  local  restrictions  imposed  on  tho  number  of  liquor  liGonsocs  may  he 
a  much  more  importnnt  factor,    •fhoro  those  restrictions  effectively 
limit  tho  number  of  outlets,  the  additional  oa^^ital  roouiromont  re- 
sulting from  the  tax  is  not  likely  to  be  an  importr^jit  factor  in  reducing 
conpotition. 

C.    On  consumers 

loportod  data  on  consumer  oxpenditures  for  distilled  spirits  in 
relation  to  size  of  consumer  income  do  not  appear  to  bo  sufficiently 
coinplote  to  afford  a  reliable  indication  of  the  distribution  of  the 

1/  An  official  of  one  of  tho  largest  concerns  recently  pointed  out 
that  65  percent  of  the  whisky  sales  are  in  the  top  price  brackets. 
Under  the  present  tax  rate,  the  parico  differential  hotwoon  advertised 
brands  and  lower-priced  brands  is  only  about  10  porcont  according  to 
this  official.    (Jour  -     of  Comracrco>  Few  Torki  Soptoabor  11,  1947.) 
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tax  burden,  l/    However,  consumers  purchasing  the  higher-priced 
products  tei^d  to  pay  lees  tax  in  relation  to  their  expenditures 
because  tl}f!  tax  Tmrles  only  with  tho  quantity  porchasad.    The  upper 
income  grp^t  probably  par6haoo  ralatiwly  nore  of  the  hi^er-priced 
p«5kaged  i|0da  and  distilled  spirit*  sold  by  the  drink.  This 
nould  tend:  to  make  the  tax  regressive* 

Distilled  spirits  are  not  included  in  the  Consumara'  Pxice 
Index  of  the  Boraau  of  I«bor  Statiatlna* 

Before  the  imur«  the  consumption  of  dlatilled  spirits  fluctuated 
loss  than  disposable  income.    Compared  with  prewar  levels  consiimption 
has  riseii  less  than  half  as  much  as  disposable  income.    Prom  this 
experience  it  is  not  possible  to  determine  what  the  r  elationship 
will  be  under  more  normal  conditions.    However,  it  appears  that  tho 
tax  would  generally  have  the  effect  of  withdrawing  relatively  more 
purchasing  power  tnm  the  incomo  stream  in  periods  of  low  busineai 
activity  %hm  in  periods  of  hi|^  baaineas  activity* 

VI»    Administration  and  compliance 

Because  of  the  ease  with  ^ich  distilled  spirits  can  be  produced 
and  the  hi^  value  of  the  product  in  relation  to  its  bulk,  the  law 
provides  for  close  supervision  over  the  production  and  distribution 
of  the  product  in  order  to  assure  payment  of  the  proper  tax.  Jg/  The 
detailed  records  and  repotts  re<|uired  of  distillers  and  others  and 
the  personnel  engaged  in  the  supervision  of  operations  involve 
substantial  costs  for  the  industry  and  the  Government.    Part  of 
this  cost  relates  to  the  production  and  use  of  industrial  alcohol, 
idiich  is  not  subject  to  tax.    In  addition  to  the  administrative 
cost  of  supervising  opci^ations  in  ai|thorised  plants,  the  Gfovextiment 
normally  has  a  large  enforcement  personnel  engaged  in  siqppressing 
illicit  producticm  and  distribution  of  distilled  spirits.    This  work 
Is  conducted  in  close  cooperation  with  State  enforcement  agencies. 
The  total  cost  of  collection  and  enforcement  of  tho  Federal  taxes  on 
m  alcoholic  beverages  is  less  than  one  percent  of  the  revenue  from 
this    source.    However,  a  relatively  hi^or  proportion  of  the  enfo^ee*- 
ment  cost  is  attributable  to  suppressiiut  of  the  illicit  traffic 
m  distilled  spirits  tbm  in  other  aleoholie  beverages* 


1/  The  data  collected  in  gamily  Spending  and  Saving  in  Vartime 
t^epartment  of  Labor,  Bulletin  No.  822,  iql+5,  o7  78)  indicate  ' 
that  consumers  understated  their  expenditures  for  distilled 
spirits  by  perhaps  as  much  as  two- thirds.    Sbipondituros  of  income 
groups  under  $5,000,  as  reported,  rose  proportionately  as  the 
size  of  family  incme  increased. 

The  Pederal  Alcohol  Administration  Act  requires  all  producers 
1  imoorters  and  wholesale  distributors  of 

alcoholic  beverages  to  secure  basic  permits.    The  number  of  such 
permits  outstanding  on  June  30»  I9U6  wm  l6,094.  (Annual  Beoort 
,  f  the  Commisqtoner^o^  Internal  Revenue,  fiscal  year  ended 
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Iboii  the  mt6  of  tax  on  distilled  spirltr  was  increased  during  the 
war  it  was  helieTed  that  wartime  limitations  on  the  tise  of  materials  * 
req[aired  for  illicit  operations  would  prevent  an  expaasion  of 
"bootlegging".  ■  Experience  has  shov/n  that  such  operations  were  confined 
to  a  relatively  low  level  during  and  since  the  war.    Sugar  rationing 
was  an  important  factor  confronting  illicit  operators  hecause  it  afforded 
enforcement  officers  a  close  check  on  sugar  users.    Gkrremment  controls 
over  industrial  use  and  inventories  of  sugar,  i&ich  were  continued 
after  consumer  rationing  ended,  were  terminated  effective  October 

Since  that  time  the  Bureau  of  Internal  Revenue  has  been  confronted 
with  an  increase  in  the  use  of  sugar  in  illicit  distilling,  but  it  is 
not  yet  clear  how  extensive  this  will  become.    Jot  checking  the  use  of 
this  material,  the  Bureau  has  reinstated  its  own  program  authorized  by 
the  law  and  which  was  in  effect  prior  to  sugar  rationing,  l/  However, 
this  program  is  much^more  restricted  in  scope  than  the  controls  in 
force  under  sugar  rationing. 

Another  factor  that  appears  to  have  a  significant  effect  on  illicit 
operations  is  the  level  of  income  and  employment.    The  high-employment 
level  of  income  vdiich  has  prevailed  for  a  number  of  years  has  tended  to 
curtail  evasion  of  the  tax  on  distilled  spirits.    Uneaqployment  tends  to 
stimulate  such  activities  through  the  willingness  and  low  cost  at 
which  labor  can  be  obtained  for  such  purposes.    At  the  same  time  the 
reduced  income  of  consumers  causes  them  to  seek  a  lovrer  priced  product 
and  thus  furnish  an  ejqpandod  market  for  illicit  prodaction. 

There  is  no  way  of  dotomining  the  extent  to  lAich  illicit  oper- 
ations  would  bo  carried  on  under  different  rates  of  tax.    Between  193I4 
and  19*K)  there  was  littlo  change  in  the  rate*    During  this  period 
considerable  progress  was  made  in  dispersing  org-nizcd  operations  which 
had  developed  during  prohibition.    These  efforts  reduced  illicit  pro- 
duction in  northern  States  to  relatively  low  levels,  but  the  suppression 
of  smaller  scale  operations  in  the  South  proved  to  be  more  difficult. 
The  increase  in  tox  of  $.75  per  proof  gallon  in  I9I1O  resulted  in  soao 
increase  in  illicit  activities  idiich  was  largely  offset  by  intensified 
enforcement  efforts.    Subsoquont  increases  in  rates  wore  followed  by 
largo  increases  in  employment  and  wartinc  restrictions.    The  future 
level  of  illicit  operations  will  depend  to  a  substantial  extent  on 
how  favorable  factors  other  than  the  rate  of  tax  may  be.    Under  conditions 
which  prevailed  during  the  years  Just  before  the  war  the  present  rate 
would  probably  stiontlate  a  ctmsiderable  increase  in  the  production  and 
purehaso  of  untaxed  spirits.    Intensified  enforcement  efforts  could 
offset  this  to  a  stibstnntial  degree  but  probably  not  fully  without  some 
reduction  In  the  tax  rate. 


1/   Ecgulations  No.  IJ 


i 


While  tax  rediiction  would  "be  likely  to  curtail  illicit  produc- 
tion, it  would  not  necessarily  result  in  increased  re"WBnue»  Com- 
plete elimination  of  present  illicit  production  probably  would 
offset  only  a  relatively  email  reduction  in  the  present  rate  of  tax» 
The  level  of  the  tax  rate»  however,  is  not  only  a  question  of 
revenue  considerations*    Widespread  liquor  law  violations  would  have 
undesirable  social  effects* 


Ler  this  tax  ares 


Vllf    Techi^ica^  problems 

The  px|Lnoipal  technical  problems  that  arise  u 

li    Whether  floor  stocks  taiss  should  be  loposed  or 
!    refunds  made  on  floor  stocks  if  the  tax  rate  is 
changed* 

2*  Whether  the  present  "orovision  for  a  dravrback  on 
distilled  spirits  Tised  in  non-beverage  products 
should  be  modified* 

^    Roor  stocks  taxes  and  refunds 

Increases  in  the  rate  of  tax  on  distilled  spirits  beginning  with 
the  Bevenue  Act  of  October  3,  1917  have  been  accomnanied  by  taxes  on 
floor  stodcs*    Since  the  product  is  not  highly  perishable  such  taxes 
appear  to  be  necessary,  because  there  would  otherwise  be  a  strong,  ten- 
dency to  accumulate  tax-paid  inventories  at  the  lower  rate*  1/  In 
view  of  the  large  stocks  normally  carried  in  bond  during  the  ageing 
process,  producers  and  dealers  would  have  an  opportunity  to  bsdM  ixp 
tax-paid  inventories  to  such  an  extmt  that*  the  increased  tax  rate 
mi^t  be  applicable  to  only  a  smell  portion  of  sales  to  consumers  for 
a  considerable  period  of  time.    The  necessity  for  financing  payment 
of  the  tf>x  would  be  the  iDrinciiDal  deterrent  to  such  accumulations. 
In  addition  to  defeating  the  objective  of  the  Government  in  raising 
the  tax,  failure  to  le^  a  floor  stocks  tax  would  benefit  those  fdio 
have  the  resources  to  %sko  advantage  of  the  opportunity. 

There  has  been  no  experience  with  a  reduction  in  the  tax  rate  on 
distilled  spirits  since  I869,  except  during  the  period  i^hen  the  sale 
of  distilled  spirits  for  beverage  purposes  was  prohibited*    2/  In 


1/ 


i'C.:oviin,^  to  tno  ronnrt  of  the  Industrl-^l  Commission  in  I9OO  tax- 
paid  vithdrav'ale  of  spirits  in  anvicipation  of  the  increase  in  tajc 
of  20  cents  per  proof  gallon  in  1«94  were  equal  to  two  or  three 
years^  ropply*    (House  of  Representatives,  Preliminary  Her^ort  on 
Jrusts  and  Inanstrial  Combinationa,  suora.  Part  I,  p.  9I  and 
Part  II,  p„  2-:-7  / 

2/  RefanAs  were  g.v-ntod  on  certain  stocks  withdrawn  at  the  beverage 
tax  rate  Drior  to  July  1,  1919,  the  effective  date  of  wartime 
prohibition*    (House  Rer^ort  Fo*  112U  to  accompany  H.  n.  10528, 
bgth  Congress,  and  Session*} 


-  29 


connection  with  the  provision  for  reduction  in  the  Var  Tax  Rate  from 
$9  to  $6  per  proof  gallon  the  Congress,  in  the  Revenue  Act  of  19^5, 
provided  for  yofunds  on  floor  stocks  stibjoct  to  certain  conditions,  l/ 
Seduction  in  |ho  tax  "by  any  other  aiaoant  wuld  presonably  roiso  the 
question  of  vlothor  this  proTlsion  should  be  amondod. 

Tho  possibility  that  the  industry  would  experience  substantial 
losses  in  the  case  of  !i  tax  reduction  without  provision  for  refund 
would  depend  uipon  the  amount  of  the  tax  reduction,  the  level  of  tax- 
paid  stocks  in  relation  to  sales  and  the  conditions  of  demand  and  supply 
at  the  time  of  the  roduetioa.   A  relatlyely  small  rodiKrtio&  witheut 
provision  for ^  refunds  would  probably  not  disturb  the  industry  appreci- 
ably unless  it  were  in  a  very  unfavorable  position.    A  reduction  of 
50  cents  per  proof  gallon  nould  amoiont  to  only  8  cents  to  10  cents  per 
fifth,  depending  upon  the  proof  of  the  products-   At  present  prices 
this  would  represent  3  percent  or  less  of  the  retail  price  on  packa^ 
sales.    It  would  be  a  much  smaller  percentage  tit  the  price  on  sales 
bywthe-dfink  ruid  would  probably  be  Insuf f ieicnt  to  result  in  a  price 
adjustment  on  such  sales.    However,  stocks  of  tcuc-paid  spirits  normally 
hold  "by  the  industry  are  so  large  in  relation  to  sales  that  a  sub- 
stantial reduction  in  tpjc  vrithout  provision  for  refunds  might  result 
in  large  losses  and  disrt?)tion  of  normal  business  activity.    Ilho  size 
of  stocks  fgppears  to  vary  considerably  with  the  season  of  the  year 
as  well  as  with  ^e  volume  of  business.  Jloer  stocks  returns  filed 
under  the  Revenue  Acts  of  I9UO-I9U3  indicate  that  stocks  at  the 
seasonal  peak  prior  to  the  Christmas  Holidays  amounted  to  about  one-third 
of  the  year's  sales.    (Table  10)    Most  of  the  stocks  are  hold  by  retailers 
and.  wholesalers.    In  I9U2  and  19^  the  proportion  held  by  retailors 
increased  compared  with  the  earlier  years.    Retailers  on  the  average. 
Bppeax  to  carry  stocks  equal  to  from  I-I/2  to  more  than:  2  months*^  sales..  x 
Xboso  carrying  an  unusually  high  proportion  of  slow-moving  stocks  mvH^ 
have  relatively  larger  inventories. 

Although  prices  v/ould  tend  to  fall  after  a  tax  reduction,  the 
change  might  take  place  slowly  or  rrqaidly  depending  iqpon  market 
conditions.    At  the  present  time  the  relationship  between  demand  and 
supply  Is  relatively  favorable  and  under  these  conditions  It  mi^t  be 
several  months  before  a  tax  reduction  would  bo  reflected  in  lower  prices 
to  consumers..    If  a  refund  were  granted  under  these  conditions  special 
provisions  v/ould  be  necessary  to  assure  consumers  the  benefit  of  the 
reduction  and  to  prevent  undue  windfalls  to  holders  of  tax-paid  stocks .r  2/ 

1/  Revenue  Act  of  19^5,  Section  502.    The  refund  provision  was  made 
permanent  by  the  Excise  Tax  Act  of  I9U7. 

2/  A  provision  of  this  nature  is  included  in  Section  1656(b)  of  the 
Internal  Revenue  Code,  relating  to  refunds  en  alcoholic  beverages. 

1 
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Tatle  10 

Ploor  stocks  of  tax-paid  distilled  spirits  in  possession  of  producers 
and  distritators  on  dates  of  imposition  of  floor  stocks  taXes  tinder 

Bevenue  Acts  of  19^-19^5 

(Amounts  in  million  proof  gallons) 


:  July  It  :  October  1,  :  HoTember  1,  :  April  1, 
t     19^    :      19^1      :      19^       :  19^^ 


Stocks: 

Eetail  dealers 
l^oXesale  dealers » 

including  import  ere 
Bietillers,  rectifiers,  etc. 
Other  if 

Total 

Precent  of  total  held  liy: 
Retail  dealers 
Wholesale  dealers, 

including  importers 
Distillers,  rectifiers,  etc. 
Other  1/ 

Total 

Tax-T>aid  yithdraii^as  3/' 

Stocks  as  a  percent  of  tax-paid 
withdrawals: 

Total 

Hetail  dealers- 
Wholesale  dealers, 

including  importers  ' 
Distillers,  rectifiers,  etc. 
Other  1/ 


i6.o 

21.g 

30.1 

23.3 

ie.9 

3.6 

,2 

5.5 
•3 

19.3 
3.x 

1.5 

3.7 

.2 

38.7 

51.6 

51^.0 

**1.3 

1(2.2 

55.7 

52.2 

Us.g 
9.3 

o 

U6.5 

10.7 
'  .6 

35.7 
5.7 

2.8 

39.0 
-8.3 

100.0 

100.0 

100.0 

100.0 

UX.5 

151.6' 

15T.8 

33.2 

33.^ 

2S.3 

11.3 

lU.o 

18*6 

ll+.g 

13.^ 

•2  1/ 


15.  H 

3^9  1/ 

•2  2/ 


taHory 


11.9 

2-1  i/, 
1.0  i/ 


11.0 


Source:    Unpublished  data  of  the  Alcohol  Tax  Unit,  Bureau  of  Internal 
Bevenue. 

1/  Ilanufacturers  of  flavoring  extracts,  foods,  medicines,  etc. 

2/  Total  domestic  and  inported  products  for  calendar  year  in  which  floor  stocks 

tax  imposed* 
i/  As  percent  of  domeetic  withdrawals  only. 


The  effect  irtiich  a  tax  redboetioa  ifithout  refunds  mmld  have  upea 
the  ladoetry  should  be  wi^ed  against  the  adsdnietrative  problone 
involved.    The  totrl  nTimbor  of  producers,  wholesalers,  .md  retail 
dealers  handling  distilled  spirits  is  over  250,000.    No  regular  reports 
are  now  obtained  from  retailers  which  represent  most  of  the  total 
number  involved.    The  securing  of  ro turns,  verifying  thoir  accuracy 
and  the  pAynont  of  claims  wuld  ropretont  a  major  undertaking  for  the 
BuresDCL  of  Internal  Bevonue.    It  wuld  bo  very  dlff ieult  to  avoid 
payment  of  fnmdnlont  claims,  since  returns  could  not  be  investigated 
for  a  substantial  period  subscauent  to  the  date  of  filing  without  the 
re9ruitmcnt  of  a  largo  force  ospocially  for  this  purpose. 

B.    Draybflick  on  distilled  spirits  used  in nci»>beverago  products 

Since  the  Hovcnue  Act  of  I9U2  a  draiiba^  has  been  alloirod  on 
distillod  spirits  used  in  the  manufacture  of  certain  products, 
principally  food  flavorings  and  medicinal  preparations,  whcie  the  user 
meets  conditions  prescribed  by  law  and  regulations.    In  order  to 
qualify  for  a  drawback  the  users  must  pay  a  special  tax  graduated 
according  to  the  rjnount  of  spirits  used.    Since  the  minimum  tax  is 
$23  and  the  drawback  allevable  at  iprosent  is  $6  per  proof  gallen» 
miumfacturers  using  not  more  t^um         proof  gnllone  wald  gain  no 
advantage  from  Qualifying  for  a  drawback.    Where  a  user  docs  qualify 
for  a  drawback  additional  capital  is  tied  up  pending  receipt  of  the 
refund,  and  special  records  must  be  kept.    Smaller  users  feel  that  the 
present  law  is  discriminatory  and  have  suggested  that  it  bo  modified 
to  provide  for  securing  distilled  igpirits  on  the  payment  of  a  nominal 
tax  at  the  time  the  spirits  are  withdrfwn  for  use,  1/ 

If  a  lower  tax  is  to  be  provided  on  distilled  spirits  used  in 
medicinal  preparations  and  food  products,  the  drawback  system  is 
considered  essential  to  prevent  the  diversion  of  tho  distilled  spirits 
to  beverage  use.  2/    Bagaerionco  has  indicated  that  very  rigid  controls 
are  necessary  to  prevent  such  diversion.    The  drawback  system  minimises 
the  possibility  of  illegal  sale  of  beverage  spirits  by  requiring  payment 
of  the  1^11  beverage  tax  rate  in  advance  nnd  that  tho  clairarjit  for  a 
drawback  assume  tho  burden  of  proving  proper  use  of  the  taxable  spirits. 

1/  Hearings  before  the  Committee  on  Tfo^s  rjid  llc-ns  on  Proposed  Revisions 
of  tho  Internal  Revenue  Code.  gOth  Con^regg.  l«f/qnaQnnr.^  p  Unj 
et  seq. 

2/  Denatured  alcohol,  v/hich  is  trjc  free,  may  be  used  in  the  manufacture 
of  medicinal  preparations  for  external  use. 
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The  risk  of  diversion  is  much  greater  where  the  'beTerG^o  spirits  caji 
be  ohtained  initially  at  a  reduced  rate  of  tax.    The  special  tax 
servos  to  limit  the  ntimboic  of  users  who  might  othonriso  attempt  to 
obtain  spirits  at  the  reduced  rate  to  bo  sold  for  bcveroge  pux^oses.  1/ 
Without  such  a  tax  the  Bureau  of  Internal  Revenue  would  have  to  process 
many  more  clairs  for  refund  nnd  there  would  be  a  substantial  increase 
in  the  administrative  cost  of  the  drawback  system. 


IT   I>uring  the  fiscal  yoar  l$kb  the  number  of  spocial  tax  stamps 
purchased  was  1,291.    (Annual  Report  of  the  Commissioner  of 
Internal  Revonuo.  Fiscal  Year  ended  Juno  ?;0.  1Q46.  id.  Ihh.) 
About  5-'l/2  million  proof  gallons  were  used  by  mnnufacturcrs 
paying  the  spocial  tax*    (Unpublished  data  of  the  Bureau  of 
Internal  Revenue,) 
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FiBt  |I     Enioe  Tax  on  fermented  Malt  Liquors  1/ 


I.  Description  of  the  tax 

fhe  tax  is  explicable  to  femented  malt  berera^es  of  domestic 
production  containing  one-half  of  one  percent  or  more  of  alcohol 
"by  volume.    Imported  fermented  malt  liquors  stre  not  subject  to 
excise  tax  but  are  subject  to  the  tariff  duty.  Zj    The  chief  products 
included  in  the  tax  base  are  beer,  lager  beeTt  porter »  and  ale« 

* 

Payment  of  tax  is  required  of  the  brever  at  the  time  the  prodtsct 

is  withdrawn    from  the  brev/ery  or  the  hre^-irer^s  warehouse.    The  tax 
is  paid  by  purchasing  stamps  to  be  affixed  to  the  packages  or 
cancelled  in  a  manner  appreved  by  the  Commissioner,  prior  to  withdrairal. 

Sxeisptions  from  the  tax  are  provided  for: 

1,    Withdrawals  for  export. 

2i  !*/ithdrawals  for  production  of  cereal  beverages 
containing  less  than  one-half  of  one  percent 
alcohol « 

3«    Consunption  on  brewery  premises. 

» 

ii 

II.  Char, : m:  in  the  tax  since  1913 

A  tax  on  fermented  malt  liquors  has  been  in  effect  continuously 
since  1862.    During  the  prohibition  period  the  rate  enacted  in  I919 
remained  in  effect.    The  tax  rates  and  effective  dates  of  changes 
since  1913  are  shown  below: 


1/    This  analysis  is  limited  tc  the  gallonage  tax.    In  addition  to 
this  tax  there  are  special  taxes  on  brewers  and  dealers  in 
malt  liquor.     (See  Appendix,  p.  101.) 

^   The  duty  as  established  by  reciprocal  trade  agreements  is  $?t75 
per  barrel  of  31  gpdlons* 
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Changes  in  tax  rates  since  I913 
(Per  barrel  of  3I  gallons) 


Bevenue 

Act 


Sffectlvo 


191^ 

1917 
191s 


Hate 


Berenae   i    Sffeetire  t 


In  effect 

Dec,  31.  1913  $  1-00 

Oct.  22  X.50 

Oct.  5  3.00 

feb.  2U,  1919  6,00 


1933  a/ 

193^1/ 

19W 
19^2 

19^3 


Apr*  7 
Jan.  12 

JUsr  1 

Nov.  1 


Hate 


I  5,00 
5^00 
6,00 

7.00 

$•00 


aj  Act  of  March  22,  1933,  (Piihlln  ]Tr,  3»  73d  Congress,  1st  Sedsion) 

which  legalized  the  sale  of  "beer  containing  not  more  than  3»2 
percent  alcohol  hy  wei^t.    The  tax  on  hear  of  greater  alcoholic 
content  vas  not  reduced  until  the  X»lq[aor  gajring  Act  of  193^f 
bj  Liquor  Taxing  Act  of  193^. 

Revenue  colleietionG,  1936  -  19^7 

The  tax  on  heer  is  the  third  most  important  source  of  excise 
revenue,  "being  exceeded  only  "by  collections  from  the  excises  on 
distilled  spirits  and  cigarettes.    In  the  fiscal  year  19^7  collections 
from  the  tax  on  beer  equalled   39    percont  of  the  excise  taa^  oolXocted  on 
distilled  qplrits. 


Collections,  fiscal  years  I936  ^  19^7 
(In  millions) 


Fiscal 

year 


Collecti ons 


•  » 


Fiscal 

year 


Collections 


1936 

1937 

1933 

1939 
19U0 

1941 


277.5 
269.3 
259.7 
29^.6 

316.7 


19»« 

iqU3 

19U7 


366.2 
U55.6 

559.2 
63s.  7 
650.8 
66i,i^ 


* 


I 
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rV,    Sconoiaic  background  of  the  industry 
A.    Caiaracter  of  supply 

Between  1920  and  1953  production  of  fermented  oalt  liquors  was 

confined  to  providing  material  for  conversion  to  cereal  beverages 
containing  less  than  one-half  percent  alcohol,  knovm  as  "near  "beer." 
!^en  the  sale  of  heer  was  legalized  in  1933 1  l/  the  industry  v/as 
re-established  largely  on  the  basis  of  plant  facilities  which  existed 
prior  to  prohibition,  although  some  nmr  breweries  were  constructed. 

After  the  industry  became  re-established,  the  number  of  breweries 

operated  was  onlj'-  about  one-half  as  large  as  the  number  operated  just 
prior  to  ■■^orld  ^^ar  I.  2/    The  maximum  number  of  "breweries  operated 
after  1933  was  750  in  the  fiscal  year  1935.  follovdng  v.4iich  the  number 
declined  steadily  to  about  URQ  in  1QU6.    (Table  l)    Apparently  over- 
optimistio  estimates  of  the  market  for  beer  had  led  to  the  establish- 
ment of  an  excessiTe  niaaber  of  breweries.    About  one-half  of  the 
decline  in  number  since  1935  occurred  during  the  war  years. 

Althougl^  the  number  of  breweries  has  declined  substraitially,  \ 
there  is  still  a  fairly  low  degree  of  concentration  of  production  in  ± 
the  industry.    Perhaps  the  major  reason  for  the  lack  of  concen- 
tration  is  the  imioortance  of  transportation  costs  in  relation  to  the  1 
value  of  the  product.  ^/   3eor  is  produced  in  nil  but  ten  States. 
A'bout  SO  percent  of  the  orevreries  are  located  in  thirteen  States,  and 
those  breweries  accounted  for  86  percent  of  total  production  in  the 
fiscal  year  19^7.    (Table  2)    lor  the  year  19^1,  a  comprxison  of  pro- 
duction and  consumption  by  States  indicatest  however,  that  production 
exceeded  consumption  to  a  substantial  extent  in  only  a  few  States. 
(Table  3) 

ly^  Prom  AT)ril  7.  1933  f  to  the  ratification  of  the  Tv/enfy-f  irst 
Amondncnt  the  sale  of  beer  containing  not  more  than  3-2  percent 
A  alcohol  by  weight  was  legalized.    (Public  xlo.  3f  73^^  Cong.,  1st  Scss.) 

,  2j  The  number  of  browcrics  operated  in  1914  was  1,392.  (Treasury 

Department,  Bureau  of  Industrial  Alcohol,  Statistics  Concerning 
Intoxicating  Liquors,  Docoflft^or  1933 •  P»  8671    5Sero  was  a  significant 
decline  in  the  number  of  bre^/ories  after  I9OS  but  some  of  this 
decline  may  hnvo  been  associated  v/ith  the  spread  of  prohibition  in 
individual  St.atcs. 
2./  For  example,  the  rate  on  minimum  carload  shipments  is  3^  cents  per 
100  pounds  between  Chicago  and  St*  Louis,  70  cents  botwocm  Chicago 
and  IToif  Tork  and  Sh  cents  between  Chicago  and  B^ver.    The  trans- 
portation cost,  including  roshipmont  of  the  barrel,  would  be  about 
$1.30  per  barrel  more  betv;ecn  Chicago  pud  i^cv;  York  than  between 
Chicago  and  St.  Louis  (assuming  steel  barrels,  vrcighing  about  60 
TDounds)  .    The  difference  in  cost  of  bottle  shipments  v/ould  be  over 
$2  per  case  because  the  bottles  arc  heavier  thim  the  contents. 
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Number  of  breweries  operated,  production,  and  withdrawals 
of  fermented  malt  liouors,  fiscal  yeaurs  19S4-1947 

(Millions  of  barrels) 


Pi seal 
year 


•  Number  :  t 

•  -Production^  

: breweries:  :  fotal 

!  operiited  ;  


Withdrawals  l/ 


Tax  paid 


« 


Total  i?<^  bottlipgrPor  kegs,  etc* 


1934 

714 

37.7 

32.7 

32.3 

8.0 

24.3 

1935 

760 

45*  2 

42.8 

42.2 

11.0 

31  •3. 

1936 

732 

51.8 

49  •  3 

48.8 

16.3 

32.4 

1937 

720 

58.7 

!  55.9 

55.4 

22.9 

3S.5 

1938 

696 

56.3 

'  54.4 

53.9 

24.3 

29.7 

1939 

653 

53.9 

f  52.2 

51.8 

24.7 

27.1 

1940 

611 

54,9 

53«4 

53^0 

27.0 

26.0 

1941 

574 

55.2 

i 

1  53.3 

52.8 

27.8 

25.0 

1942 

530 

63.7 

61.7 

60.9 

35.3 

25.6 

1943 

491 

71.0 

69.3 

68.6 

41.1 

27.5 

1944 

469 

81.7 

'  78.6 

77.0 

47.2 

29.7 

1945 

468 

86.6 

83.6 

79.6 

50.4 

29.2 

1946 

471 

85.0 

83.6 

81.3 

53.3 

28.0 

1947 

465 

87  •  9 

83.6 

82.6 

64 .9 

27.8 

Treasury  Department,  Division  of  Tax  Research 

Sources    Annual  PeDprts  of  the  Commissioner  of  Internal  Revenue. 

i/  The  difference  Imtween  total  withdrawals  and  tax-paid  withdrawals 

represents  tax-*ft*ee  withdrawals  and  tax~ffee  beer  consumed  on 

brewery  premises. 


Table  2 


Ferinented  malt  liqaort:    Kumber  of  brewarles  and  production 
grouped  according  to  the  naaiber  of  bretreries  operated 

in  a  State,  fiscal  year  1947 


Sisse  of  clase*  Hdniber 
(mu&ber  of  •  of 

breweries    .  states 
in  State) 


:  Prodaction 
t  (in 

5  thousands 
brev^les  .  barrels) 


Ihimber 
of 


Percentage 
distribution 


«  

Breweries  'Production 


0 

10 

0 

0 

1 

6 

6 

638 

1.3  fo 

•7 

2 

7 

14 

l-i  947 

3.0 

2^2 

3-5 

7 

2»225 

5.8 

2.5 

6-10 

7 

46 

7,446 

9.9 

8*5 

11-20 

6 

83 

21,728 

17,8 

24.7 

a  -  60 

5 

166 

34,991 

35*7 

39,8 

Over  50 

2 

123 

18,881 

26»5 

21.5 

Total 

50  2/ 

465 

87,857 

100*0 

100.0 

freasury  Department,  Division  of  Tax  Besearch 

Source:     Annaal  Report  of  the  ComaiBsioner  of  Internal  Revenue. 

l/  Represents  number  operated  during  any  part  of  the  year. 
Sj  Includes  District  of  Columbia  and  Hawaii. 


Table  3 


Production  and  consumption  of  fermented 
nmlt  liouore  by  regions  and  States^  1941 

(Amounts  in  thousanAs  of  barrels) 


•  ^     ,  !Production 
Surplus  <sS3t    I  i. 
HeF^on  and  State  t  Production  I  Consumption  s  deficit  ^  percent 


1 


tof  congumotlon 


liirortheast 

23,799 

23,061 

738 

103.2  i 

liaine 

«• 

271 

-  271 

New  Fampshire 

35 

228 

-  193 

16«4 

Vermont 

124 

—  124 

?j7a  C  a  o          A  A  ^  f*.  ft 

1.367  , 

2.598 

-  742 

64^7 

Rhode  Island 

691 

473 

218 

146.1 

Connec  ticut 

347 

1,083 

-  736 

32.0 

Pennsylvania 

6,791  K 

6,976 

815 

Heif  Torlt 

• 

9,060  ^ 

8,620 

642 

a 

106*4 

New  Jersey 

4,079 

2, 823 

X,  aoo 

Delaware 

^laryland 

l,ao2  ^ 

i.,  €nt\j 

North  Central 

27 , 601 

20,  217 

7,384 

136«t6 

Ohio 

4,167 

3,660 

506 

113.9 

Indiana 

1,997 

1,246 

750 

160*3 

Illinois 

3,930 

4,708 

-  778 

83.5 

Michigan 

3,100 

3,587 

-  487 

86.4 

T'fi  scons  in 

6,346 

2,201 

4,145 

288.3 

Minnesota 

2,178 

1,354 

824 

160.9 

Iowa 

123 

837 

-  715 

14.7 

Missouri 

5,266 

1,683 

3, 683 

332^7 

ITorth  BeQcota 

149 

-  149 

South  Dakota 

3 

128 

-  126 

2*3 

Fe bra ska 

491 

433 

68 

113.4 

Kansas 

331 

-  331 

South 

4,071 

8,521 

-  4,460 

47*8 

District  of  Columbia 

161 

421 

-  260 

38«2 

Vir^^inia 

139 

898 

-  769 

16.5 

^••est  ^'ir^^inla 

27 

646 

-  619 

4.2 

North  Carolina 

111 

468 

-  348 

24«2 

(Continued  on  next  page) 
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Table^  3  *  concluded 


Production  and  consuniption  of  fermented 
wmX%  liqoors      regions  and  States,  1941 

(Afflounts  in  thousands  of  barrels ) 


Begion  and  State 


•  •  Surplus  or  :I^roduction 

Production  :  Consuxaption  :  d^f i£^t  (-)        ^  percent 


2. 


^of  consuiaption 


South  (contiixued) 

South  Carolina 
Georgia 
Florida 
Kentucky 

Tennessee 
Alabama 

Mississippi 
Arkansas 

Louisiana 

Oklahoma 

Texas 

West 

Montana 
Idaho 
^./yoming 
Colorado 

ITev  Mexico 

Arizona  ■ 

Utah 

Nevada 

T'ashington 
Oregon 
California 

Total  United  States 


76 
259 
1,053 

196 


1,082 
50 
918 

4,446 

186 
36 
53 

307 


19 

123 
15 

941 
164 
2, 602 

59,917 


283 
262 

600 

823 

513 

302 
177 

221 

667 
349 
1,901 

5, 126 

260 
140 
77 
370 

73 
144 
145 

67 

736 
431 
2, 683 

56,925 


-  283 

-  186 

-  341 
230 

-  318 

-  302 

-  177 

-  221 

415 

-  299 

-  983 

-  680 

-  74 

-  104 

24 

-  63 

-  73 

-  126 

-  22 

-  62 

^05 

-  267 

-  82 

2,992 


29.0 
43.2 
127.9 

38.0 


162.2 
14.3 
48*3 

86*7 

71.5 
25.7 
68.8 
83.0 


13.2 
84.8 
22.4 

127.9 
38.1 
97.0 

105^3 


Treasury  Bepartiaent,  Division  o^  Tax  Eesearch 

Source:    U.  S.  Tariff  Commission,  "Fermented  Malt  Liauors,  Possibilities 

of  Conserving  Rail  Transportation,"  March  1943. 
1/  Diff erenoos  will  not  necessarily  add  to  totals  due  to  rounding. 


for  tho  fourteen  States  having  excess  produetion»  hovevor»  the  excess 
anoantcd  to  only  about  2,0  percent  of  tho  total  production  for  the 
country  in  that  yoar.      •  i 

Some  increase  in  concentration  appears  to  have  occurred  in  the 
industry  since  1935.    Tor^  that  yoar  it  was  reported  that  the  four 
largest  conpanies,  ropresfenting  six  plants,  produced  only  about  12 
percent  of  the  total  valuQ  of  Bait  liquors,  l/    Tho  eiidit  largest 
cqn^^aies,  \dth  eleven  plants,  produced  about  18  percent  of  the  total 
value.    In  the  fiscal  year  19^6  the  nine  largest  "breweries,  each 
producing  over  1  million  b^rols,  accounted  for  about  gljporr. opt  of 
the  total  production.    Breweries  prodacing  loss  than  1OT,000  barrels 
in  19^6  accounted  for  ik  pOTcent  of  the  output.    Tho  remainder  of  tho 
production,  or  nearly  two- thirds  of  the  total,  was  produced  in 
breweries  of  intermediate  size,    (Table  k)    The  largest  breweries 
arc  generally  those  v/hose  production  is  distributed  on  a  national 
basis,  although  some  breweries  that  do  not  distribute  nationally  are 
comparable  v/ith  the  national  brewers.    The  concentration  of  production 
on  tho  basis  of  comoany  control  probably  is  somoyiat  higher  than  is 
shown  for  individupJL  breweries,  but  it  does  not  appear  thr>t  multiple 
ownership  of  breweries  by  individual  coiiQ>anios  is  very  extensive.  2j 

Beer  production  includes  some  sT)ecialized  products  such  as  lager 
beer  and  ale  but  these  do  not  constitute  a  large  proportion  of  the 
total.    There  is  also  considerable  variation  in  tho  alcoholic  content 
of  the  product  of  different  producers.    Tho  alcoholic  content  of  boor 
ranges  from  aiound  2  poroont  to  a  maximm  of  5  percent  by  voliime,  tho 
average  before  the  war  l^oing  about  ^-l/2  percent,        On  the  bulk  of 
the  production,  therefore,  the  differences  in  the  character  of  tho 
product  are  those  associated  v/ith  tho  taste  or  other  features  attributed 
to  the  products  of  individiaal  brewers. 

Coaipotition  in  the  industry  differs  to  a  considerable  extent  from 
one  geographic  area  to  another.    There  are  a  limited  number  of  brands 
of  beer  distributed  on  a  national  basis,  but  these  brands  do  not 
all  compete  in  all  markets.    Because  of  tho  transportation  costs  there 
are  numerous  market  areas,  with  a  certain  amount  of  overlapping. 

 •  

1/  national  Eesources  Committee,  The  Structure  of  the  American 

Econony,  Fart  I,  "Basic  Characteristics."  aill|t939>  pp- "250-251. 
2/  The  n^jnbcr  of  corporation  tax  returns  filed  in  the  brewing  industry 

is  about  tho  sane  as  the  number  of  plants  reported  by  the  Alcohol 

Tax  Unit. 

2/  An  article  in  the  American  Brewer,  November  19^7.  P«  21,  presents 
data  showing  an  average  alcoholic  content  for  beer  of  ^.6  percent 
in  the  years  1936-1939 •    T^ie  average  declined  to  a  low  ^.0  percent 
in  19^6  but  rose  to  k.'}  percent  in  the  first  6  months  of  19^7 . 
Tho  alcoholic  content  runs  hi^or  for  ale  than  for  boor. 
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Kum'ber  of  "breweries  and  production  of  fermented  malt 
liquors  ty  sise  of  brewery,  fiscal  year  19^6  l/ 


Production 

size-class 
(Tliousands  of 
barrels) 

0-100 
100-200 
200  *  ^ 

Hoo  -  6oo 

6oo  -  1.000 

Over  1,000 
Total 


Breweries 


Total  production 


T 


Bonibsr 


Percent 


Barrels 


t  of  total  :(In  mllllong); 


Percent  of  total 


253 

9 
»»57 


55.^  ^ 

19.5 
1U.2 

5.5 
3.5 

2.0 
100.0 


11.7 
12.5 
19. U 
12.1 
11.6 

17.5 


13-S  i 

IU.7 

22.9 

1U.3 

13.7"^ 
20.6 


100.0 


Treasury  Department,  DlYision  of  Tax  Research 

Source:    Bureau  of  Internal  levenue,  llcohol  Tax  Unit,  unpublished 
data. 

1/    Excludes  brev/eries  in  part-time  operation,  which  had  a  total 
output  of  17^,000  barrels. 


In  each  market  area  there  ie  competition  "both  between  the  national  brands 
and  l>et%feen  these  btands  and  the  products  of  breweries  in  the  local  or 
regional  market  areas.    In  some  market  areas  competition  is  retf  strong 

v^ile  in  others  it  is  limited.    However,  in  most  market  areas  the  nvmher 
of  brevrers  represented  probably  is  not  large  and  there  may  "be  a  fairly 
hi^  ccmcentration  of  sales  among  a  few  brewers,  if    Comparison  of 
production  and  consonption  for  different  areas  in  19U1  showed  that 
production  exceeded  consumotion  "hy  about  30  percent  in  the  north  central 
States  ^ereas  consumption  exceeded  production  by  more  than  50  percent 
in  the  southern  States  and  parts  of  the  Southwest.    (Table  3)    I»  general 
price  competition  is  stronger  in  the  surplus  areas,  and  as  the  result  of 
this  competition  producers  in  these  areas  tend  to  seek  outlets  in  the 
deficit  areas.     In  addition  to  the  competition  from  national  brands, 
breweries  in  a  local  market  area  may  experience  competition  from  pro- 
duction of  adjaceni  market  areas.    A  study  made  in  19^1  revealed  a  sub-  . 
stantial  amount  of  inter-area  shipment  of  beer.  2/  , 

The  national  brands  generally  do  not  compete  on  a  price  basis,'     .  • 
These  brands  are  soaetines  referred  to  as  preinim-Jb rands,  for  which 
producers  attenrpt  to  establish  consumer  preference  by  intensive  ad-  , 
▼ertising.    The  locally  produced  products  compete  largely  on  a  price 
basis  althoTagh  there  has  been  a  growing  effort  to  establish  brand 
preference  by  bro^rors  not  havings  national  distribution.    The  increase 
in  the  T)roT)ortion  of  beor  sold  in  bottles  and  cans  has  made  it  possible 
for  producers  to  place  increasin^^  emphasis  on  brand  preference.  The' 
propertion  of  beer  bottled  increased  from  about  25  percent  in  the  fiscal 
yoaw  193^1936  to  about  50  percent  in  the  fiscal  year  19^0.    The  pro- 
portion increased  further  during  the  wax  and  amounted  to  about  two- 
thirds  in  tho  fiscal  year  I9U7.    (Table  1)    However,  the  concentration 
of  sales  in  leading  brands  apparently  has  not  reached  the  point  ^cro 
competition  is  based  "nrincipally  upon  the  characteristics  .of  the 
products.    In  markets  where  intcr-arca  shipment  of  beer  is  feasible 
there  was  keen  price  competition  before  the  war.    The  high  ratio  of 
fixed  investment  of  breweries  to  sales  tends  to  encourage  full  utilization 
of  capacity,       and  the  pressure  for  increased  outlets,  tends  to  induce 
jp^Pice  competition. 


1/  Tor  example,  the  products  of  only  about  20  breweries  are  distrijutod 
in  the  District  of  Columbia,  and  five  have  the  hulk  of  the  "business. 

2/  U.  S.  Tariff  Coimission,  "Fermented  Malt  Liquors,  Possibilities  of 
Conserving  Hail  Transportation,''  Harch  19^3* 

2/  For  19U3  fixed  assets  represented  t\fo-thirds  of  tho  total  assets 
of  brcv/cries  filing  balance  sheets  v;ith  corporation  income  tax 
returns  and  amounted  to  about  one-third  of  sales  (Statistics  of 
Incwo,  Fart  2) . 


I 


The  method  of  distribution  of  beer  differs  depending  upon  the 
location  of  the  "brewers.    The  "brewers  whose  products  are  distributed 
on  a  national  basis  usually  sell  to  wholesalers  while  the  local 
brewers  usually  sell  direct  to  retailors,  l/    Somo  retail  dealers 
^TZ^  brand  of  dmu^t  boer  but  most  of  thorn  carry  a  immber  of 

Dottlod  branda*      Jhe  increasing  iaiportance  of  sales  of  packaged 
boer  has  resulted  in  greater  potential  conpetition  at  the  retail 
level  tidiore  sales  are  made  through  many  outlets  other  than  specialized 
liquor  dealers,  such  as  chain  stores  and  super  markets.    Prior  to  the 
war  some  efforts  v/ere  made  to  establish  resale  price  maintenance  for 
fermented  liquors,  but  tho  ojj^orienco  was  not  very  widespread  and 
appears  not  to  hare  been  successful.  2/   Eesale  price  agreement  in  a 
given  market  encounters  the  possibility  that  outside  brewers  will 
enter  tho  maiket.    In  general  it  appears  that  at  least  in  metropolitan 
areas  there  has  been  considerable  competition  in  the  Industry  at  tho 
distributing  as  w^ll  as  the  producing  level. 

The  latest  published  information  on  the  cost  of  producing  beer 
is  for  1939.    Per  that  year  the  value  of  beer  produced  was  approximately 
$500  million  (exclusive  of  Federal  excise  tax),  an  average  of  a  little 
loss  than  $10  per  barrel,  2./  cost  of  grain  ?jid  other  cereals  used 

amounted  to  I7  percent  of  the  v.iluc  of  products  and  manufacturing  wages 
and  salaries  represented  ik  percent.    There  appears  to  be  a  substantial 
difference  between  tho  cost  of  beer  distributed  in  barrels  for  sale 
by  the  glass  and  that  produced  for  sale  in  bottles  or  cans.    On  the 
basis  of  selected  brands  the  price  of  beer  sold  by  the  case  in  1939 
was  about  twice  the  price  of  boor  in  barrels,  for  equivalent  amounts 
f.o^b.  the  brewery  and  exclusive  of  Federal  excise  tax.  k/  Ceiling 
prices  were  imposed  on  beer  during  the  war.    Although  the  cost  of 
materials  and  labor  increased,  restrictions  on  the  use  of  grain  resul.ted 
in  less  materials  being  used  per  unit  of  output*    The  industry  was 
given  substantial  price  relief  in  I9U6  and  prices  cqppear  to  have  in- 
creased semei^t  after  the  termination  of  price  ceilings,  k/  Moreover, 
breweries  increased  the  proportion  of  output  sold  in  packaged  form. 
vksich  according  to  reports  is  more  profitable  than  bulk  sales.  5/ 


1/  Federal  Trade  Commission,  Bosale  Price  Maintenanco,  lQ4*i, 
pp.  ^15,  ^16.   " 

2/  Ibid.,  pp.  4l6J|l|0 

y  Department  of  Commerce,  Census  of  Manufactures;  19 3^.  Vol.  II, 
Part  1.  Although  the  cost  of  containers  is  reported  as  being 
included,  it  is  not  clear  whether  the  value  reflects  the  case 
price  for  "bottled  beer  or  the  bulk  prico. 

k/  Unpublished  information  of  the  Bureau  of  Xiabor  Statistics. 

5/  Standard  and  Poor' s  Industry  Surveys,  "Brewing  and  Distilling," 
March  7f  19^*7 . 


Charaxster  of  demand 

Vfide spread  coasunptlozi  of  beer  in  the  United  States  followed 
the  Civil  !far  and  cqppears  to  hare  been  aBSoeiated  with  the  growth  of 
particular  national  groups  in  the  population*    !Che  pattern  of  beer 
consumption  at  present  is  probpbly  less  dependent  than  formerly  on 
the  np.tional  origins  of  the  population.    However,  social  attitudes 
and  consumer  tastes  are  important  basic  factors  in  the  demand  for 
beer.    T!**e80  fpjctors  influence  the  decisions  of  consumers  with  respect 
to  whe^r  they  will  use  alcoholic  beverages  in  any  form  and  their 
proferenco  for  one  type  over  another,    fhere  is  a  considerable  area 
of  possible  .substitution  of  other  drinks  for  boor,  throu^  the  use  of 
non-alcoholic  beverages  or  other  alcoholic  beverrges.    Hrlative  prices 
presumably  r'i'fect  the  choice  of  some  consumers,  but  it  is  difficult 
to  carrive  at  a  tangible  basis  for  comparison  of  prices.    On  the  basis 
of  alcoholic  content,  the  price  of  inexpensive  types  of  beer  is 
probably  about  the  same  as  for  wine  in  eastern  markets  and  somevdiat 
less  than  for  distilled  spirits,  but  it  is  doubtful  lather  consumer 
comparisons  are  influenced  to  a  large  extent  by  this  oonsidora^tion. 

Prom  the  resumption  of  logrl  sale  of  beer  in  1933  to  the  out- 
break of  T'orld  W-^T  II,  aggregate  consumption  of  beer  remained  belov^ 
the  peak  year  reached  in  the  pro-prohibition  period;  per  capita  con- 
sunption  ms  only  a  little  noro  than  half  as  high  as  in  the  years 
just  preceding  tforld  ^far  1 .  1,/    Tl'd  s  would  indicate  that  some  change 
in  consumer  habits  had  occurred  during  prohibition.    During  this 
period  a  large  increase  in  consumption  of  soft  drinks  had  taken  place. 
Beer  consumption  increased  very  little  after  193^  until  the  bc- 
giming  of  the  v/ar.    By  19^»  however,  consumption  was  more  than  5P 
percent  above  the  highest  prewar  year  1937 •    (Tabic  5)    As  a  result  of 
this  increase  per  ci^it a  consumption  again  approached  the  pro*prohi- 
bition  peak.    It  seems  likely  that  a  substantial  part  of  the  increase 
in  consumption  over  the  prewar  level  resulted  from  the  rise  in  the  level 

17    Statisti"c^-^l  Abstract,  19"^4^'p.  SGT.     ^fn  the  y^ars  igil-igTS 

average  consumption  was  slightly  more  than  20  gallons  per  capita 
and  in  the  fiscal  yoars  1937--I9^  about  13  gallons  per  capita. 
It  should  be  noted  that  during  the  earlier  period  prohibition 
existed  in  nine  States.    Per  capita  cbnsumption  data  after  191^ 
were  affected  by  a  rrpid  increase  in  State  prohibition. 
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fable  5 

Disposable  income,  tax-paid  withdrawals  of  beer  and  consumer 

expenditures  for  beer,  I93U-1946 


Calendar 
year 


Disposable . 
ihcoine  1/ 


imomit 
(billions) 


T 


Percent 
change 
from 

preceding 
year 


Tax-paid 
withdrawals  of  beer 


» 


f 


Amount 
(millions 

of 

barrels). 


*^  Percent 
change 
from 
preceding 
r  year 


Consumer  expenditures 
for  "beer 


i 


AmoTint    tPercent:  Per 
(millions) :  of  dis-:  'barrel 

:po3€ible:of  beer  2/ 
! income  ; tax-paid 


193^ 
1935 

1936 
1937 

193  s 
1939 

19U1 

191+3 

19U6 


$  51.0 
56.3 

65.2 

62.9 
67.7 

72.9 
88.7 

110.6 

12k. 6 

137.'+ 
139.7 

1U6.0 


10.4  H 
15.8 

6.x 

-  9.1 
7.6 

7.7 
21.7 

2U.7 
12.7 

10.3 
1.7 

^5 


53 
56 


52 
57 

65 
73 

go 

82 
80 


13  5i 
17 

5 

-  g 
3 

-  2 

13 
13 

9 
3 

-  3 


$  1,259 
1.4^5 

1.715 
1,813 

i,6go 
1.730 

1.733 
1.976 

2,ao6 
2.51+3 

2,910 

3,015 


7 


2.5  $5  $  31. 4g 

2.6  32.00 


2.6 
2.6 

2.7 

2.6 

2.U 
2.2 

2.0 
2.0 

2.1 
2.2 


32.35 
32.53 


32.69 


33.45 
3^.43 

34.16 
34.98 

36.60 

36.84 


3,065  C2.I  ^38.53. 


Treasury  Department,  Division  of  Tax  Eesearch 


Source: 


1/ 

2/ 


Department  of  CoBiaerce,  press  release  of  j^ril  30,  I9U7  and  Survey  of 
Current  Pusiness,  Hay  19^2.  i^ril  igiA,  Pobruary  191^6  and  February 
^9^7*    Dis750sable  income  and  consumer  expenditures  arc  from  the  aeries 
published  prior  to  the  revision  given  in  SupDleraent  to  Survey  of 
Current  Business,  July  19^17.    Tax-paid  withdrawals:    Annual  Reports  of 
tbo  Comaissionor  of  Internal  Ecvonuo,  ' 

Disposaible  income  equals  income  payments  less  personal  taxes. 
Computed  from  rounded  figures  on  consumers^  expenditures  and  unrounded 
figures  on  tax-paid  id.thdrawals. 


of  consumer  incomes  and  t he « growth  in  population.    Some  of  the  change  may 
represent  a  shift  in  consumer  habits.    But  "because  of  the  large  wartime 
increases  in  consumer  incom^i,  changes  in  prices  and  the  abnormal  char*- 
acter  of  wartime  oonsooptlon  patterns,  tha  trend  in  eonauiqption-of  boer 
ie  not  yot  clear*  . 

Except  for  t\'fo  years  since  193 5 f  increases  and  decreases  in  dis- 
posable income  l/  have  been  accompanied  by  corresponding  changes  in 
beer  consumption.    (Table  5)    For  the  years  1935~39  the  changes  in 
beer  consumption  and  disposable  income  were  relatively  about  the 
same,  but  for  the  whole  war  period  the  increase  in  beer  consumption 
vas  only  a  little  more  than  half  as  large  as  the  increase  in  disposable 
income.    For  some  time  during  and  immediately  following  the  war,  con- 
sumption was  restricted  to  a  certain  extent  by  the  availability  of 
supplies.    Grain  restrictions  continued  to  affect  production  until 
i-iarch  1,  I9U7.  2/ 

Very  little  eridenee  is  obtainable  regarding  the  effect  of 
price  changes  on  the  consumption  of  beer.    Vhere  has  been  no  reliable 
price  series  developed  since  repeal  and  the  imrortant  changes  which 
have  occurred  in  other  factors  such  as  income  and  consumption  patterns 
prevent  a  reliable  determination  of  price  effects.    On  the  basis  of 
changes  in  wholesale  prices,  it  appears  that  the  retail  -orice  of  beer 
is  not  more  than  one-fourth  to  one-third  above  the  prewar  level*  ^7 
This  increase  is  relatively  small  compared  with  changes  in  the  prices 
of  distilled  spirits  (tax  included)  which  are  now  more  than  twice  the 
prewar  level.    Despite  the  smaller  change  in  price  the  increase  in 
the  consumption  of  beer  has  been  only  a  little  larger  than  the  increase, 
in  the  consumption  of  distilled  spirits, 

1/    Disposable  income  represents  income  payments  less  personal  taxes. 
Unless  otherwise  noted,  Department  of  Commerce  data  on  income  and 
expenditures  in  this  study  are  those  issued  prior  to  the  revisions 
published  in  "i^Iational  Income,^  Supplement  to  Survey  of  Current 
Business,  July  19^7. 

2/    The  general  limitations  on  the  use  of  grain  in  producing  beer  were 
terminated  by  war  Food  Order  No.  ikl.  Amendment  5,  effective  March  1, 
I9H7.    (12  FH,13U7.)    This  superseded  W.F.O.  No.  66.  Restrictions 
on  the  use  of  wheat  and  rice  were  continued  until- ¥.F,0,  Ho.  ikl 
was  terminated  on  July  1,  ISkj.    (12  FR.  436S.) 

]jj   No  price  series  on  beer  is  maintained  by  the  Bureau  of  labor 

Statistics.    The  comparison  has  been  made  on  the  basis  of  unpub- 
lished wholesale  prices  for  selected  brands. 


Prior  to  the  tax  increase  in  changes  in  the  price  of  "beer 

were  apparently  too  small  to  have  an  important  effect  on  consumption. 
The  tax  increase  of  $1«00  per  Imrrdl  on  July  1,  19^  amounted  to 
only  about  3  percent  of  the  retail  price.    Because  consumption  in  the 
year  follo^^ng  the  tax  increase  failed  to  rise  «fhile  disposahle  income 
increased,  it  has  "been  contended  that  the  higher  tsLx  rate  had  an 
adverse  effect  on  the  consumption  of  beer^  \l    It  is  douhtfal,  howevert 
whether  the  failure  of  beer  consumDtion  to  increase  can  be  attributed 
to  tho  change  in  tax  because  it  appears  that  prices  were  not  generally 
Increased  by  retailers  following  the  tax  increase.  2j 

Outlook  for  the  industry 

The  experience  of  the  past  XO  ye€u:8  indicates  that  most  of  the 
increase  in  consumption  that  has  takon  place  has  been  the  result  of  , 
tho  rise  in  the  level  of  consumer  incomes*    It  is  not  possible  to 
determine  whether  there  is  an  increasing  or  decreasing  trend  in  con- 
sumption*   The  tax-*paid  withdraimls  in  the  calendar  year  19^7  increased 
approximately  16  percent  over  I9U6,  and  exceed  any  previous  year. 
CJonsuraption  in  19^6  had  dropped  substantially  below  the  level  of 
19^5  and  even  below  the  level  of  19^ •    After  the  removnl  of  the 
principal  grain  restrictions  in  March  19^7        rate  of  prodoction 
increased  substantially. 

'»  '  ■        ■    1   II     .  ■  ■  I  I  '  «  I  

1/  House  of  BOTresontatlveSy  BeveaBtte  Bevision  of  1^1.  v.  1080. 
••Report  on  effects  of  the  Sxcise  faxes  on  the  Brewing  Industry. •• 

^  An  extensive  check  of  retail  outlets  by  the  Bureau  of  Internal 
Hevenue  disclosed  that  although  producers  and  wholesalers  commonly 
increased  prices  by  the  amount  of  tho  change  in  tax,  about  two- 
thirds  of  the  retailers  did  not  increase  their  prices#    In  other  ^ 
cases  retailers  increased  prices  lyy  vaxyijig  amounts,  some  1^  less 
than  the  amount  of  the  tax  and  some  by  more  thi^ifi  the  amount  of 
tho  tax.    It  was  difficult  for  retailers  to  reflect  the  precise 
amount  of  the  $1,00  per  barrel  increase  in  terras  of  even  coin 
intervals  on  the  retail  unit  of  salo*    Hetailers  subsequently 
m^y  have  succeeded  in  making  an  adjustment  for  the  tax  throu^ 
changoe  in  the  amounts  served  in  the  case  of  sales  by  the  glass 
or  in  conjunction  %rith  other  changes  in  the  case  of  bottle  sales* 


Us 


As  the  result  principally  of  the  higher  level  of  consijmption, 
the  industry  is  in  a  more  favoralDle  position  than  it  v/as  "before  the 
wax.    While  a  substantial  number  of  small  hrev/eries  have  discontinued 
operations,  nam  increase  in  plant  ospacity  appears  to  have  taken 
place  since  tM  close  of  the  var.    It  appears  tliat  this  is  largegiy 
in  the  form  of  expansion  of  bottling  facilities.    Wartime  experience 
may  have  enabled  hrev/ers  to  obtain  a  large  output  from  their  existing 
facilities.    Operations  aDpoxently  have  been  at  a  imich  higher  per- 
centr^e  of  capacity  than  before  the  v^ar,  resulting  in  lower  overhead 
costs  per  \mit  of  output.    Offsetting  these  advantages,  material  and 
labor  costs  b«re  risen.  1/    For  1945,  the  latest  year  for  which  the 
information  is  availnblSt  unit  labor  costs  were  36.5  percent  above 
the  1939  level.  '2/    In  the  fiscal  year  I9U7  the  industry  used  U4.2 
pounds  of  materials  per  barrel  of  beer  produced  compared  vdth  ^0.0 
pounds  in  the  fiacai  year  ISkZ,  a  decrease  of  12  percent.    (Table  6) 

In  view  of  the  high  level  of  demEOid  in  relation  to  present 
ci^acity,  the  industry  is  probably  ejgperiencing  much  less  competitive 
pressure  on  prices  than  before  the  war,    Horeovcr,  the  continued 
grovrth  in  the  proportion  of  beer  sold  in  bottles  and  cans  suggests 

that  brand  preference  will  bo  a  more  important  factor  in  competition 
in  the  future.    Hovrevcr,  in  view  of  the  relatively  large  number  of 
producing  units  which  can  enter  the  more  important  markets  any  sub-  . 
stantial  reduction  in  consunrption  would  probably  stimulate  price 
coapctition.  ' 


1/  In  I9U7  the  principal  raw  material,  malt,  reached  a  price  approxi- 
mately six  times  as  high  as  in  1939-    (Department  of  Labor, 
l/holo sale  Prices,  December  rnd  .Year  1939 »  and  "Average  ••.TiolesalG 
Prices  and  Index  l^umbers  of  Individual  Commodities,"  October  19^7*) 

2/  Department  of  Labor,  Productivity  and  Unit  Labor  Costs  in  Selected 
Ilanufacturing  Industries.  1939-19^^    According  to  these  data 
there  v;as  a  decrease  in  output  per  man-hour  between  1939 
of  7*5  percent.    It  is  possible  that  the  reduction  in  productitdlgr 
reprcGcnted  a  temporary  situation  arising  from  unusurJL  factors 
existing  during  the  war. 
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Table  6 

llatarialB  used  and  prodactioii  of  f eraented 
Bait  liquor 8t  fiscal  years  1935^1947 


fiscal 
year 


Materials 
(thoasand  pounds ) 


Production     i  ^"^""^^  °i  ^^f^'^ 

(thoasand  barrel*)!        ^'^  ^^''f 

produced 


1935 

2,393,453 

45,229 

52a9 

1936 

2,720,621 

51,812 

52.5 

1937 

3,055,774 

68,748 

52.0 

1938 

2,906,783 

56,340 

61 

1939 

2,738,260 

53,871 

50*8 

1940 

2,768,810 

54,892 

50.4 

1941 

2,761,101 

65,214 

50*0 

1942 

3,183»970  . 

63,717 

50o0 

1943 

3,465,033 

71,018 

48«8 

1944 

3,802,870 

81,726 

46«5 

1945 

3,971,334 

86,604 

45.9 

1946 

3,835,382 

84,978 

45.1 

1947 

3,887,176 

87,867 

44.2 

Treasury  Department,  DiTision  of  Tax  Hesearoh 

Source:    Annual  Beportsof  the  Commissioner  of  Internal  Revenue. 
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V.   Bffeets  of  the  ta» 

On  profits 

The  increr.sos  in  tnx  made  loy  the  Revenue  Acts  of  19^2  and  19-^3  proba- 
iDlj  did  not  adversely  refect  sales  during  the  v/ar  yooxB  because  of  the 
existence  of  ceilings  on  prices  and  the  limitations  on  mntoriaLs  and 
sapplios  which  tended  to  restrict  output.    Tho  industry  shovod  largo  in- 
creases in  profits  during  tho  war.    In  1938  over  one-half ,  and  in  I939 
nearly  ono-hnlf ,  of  tho  ^rotforios  filing  corporation  income  trjc  returns  l/ 
showed  a  deficit,  hut  hy  19U5  more  than  95  percent  of  then  reported 
profits.    (Table  7)    Aggregate  net  income  before  income  taxes  incrc^\sed 
by  about  I90  percent  from  I939  to  ISk^.    On  tho  basis  of  data  reported  by 
the  Securities  and  Exchange  Coimnission  for  listed  corporations,  tho  indus- 
try eaperioncod  further  increasos  in  profits  in  19^^.    (Table  S)  For 
these  corporations  tho  rato  of  return  before  incono  true        twice  as  high 
in  1946  as  in  I939.    On  tho  basis  of  net  income  pj'ter  incono  tpjccs  the 
rato  of  return  exceeded  that  of  tiae  most  profitable  prewar  year,  I936. 

Data  are  not  available  on  the  profits  of  distributors  or  retail 
dealers  in  beer  but  it  is  probable  that  their  profits  have  also  been 
farornblo.    Some  difficulty  was  experienced,  hov;cver,  in  adjusting  the 
price  ceilings  to  reflect  the  increases  in  tpx  in  19^2  and  19^3.  Since 
the  increase  in  tax  represented  odd  fractional  cents  for  the  retail  pack- 
age or  glass  of  beer,  tho  changes  in  price  ceilings  did  not  unifomly 
reflect  the  increases  in  tax.  2/   A  change  in  the  tax  rate  on  boor  usually 
does  not  work  out  to  an  oven-cent  basis  for  tho  different  size  units  sold 
at  retail.    Per  this  reason,  the  amount  of  a  change  in  the  ta:c  rate  v/ould 
have  an  important  bearing  on  tax  shifting  at  the  retail  level.    A  change 
of  $1  or  less  per  barrel  ar:0unts  to  less  thaji  one-half  cent  on  nJLl  common 
retail  onits  smaller  than  ono  quart.    As  will  be  seen  from  Table  9,  it  is 
difficult  to  make  a  change  in  rate  iMch  would  facilitate  price  adjustaents 
on  all  retail  units. 

Tho  increase  in  the  tr»x  rate  on  boor  during  tho  war  years  amounted  to 
60  percent,  but  the  increase  in  tax  in  relation  to  the  price  of  beer  has 
not  been  very  largo.        33he  federal  tax  now  represents  aJ>out  20  percent  of 
the  retail  price  (including  tax)  of  the  ineacpcnsivo  brands  of  boor,  cocroarod 
with  rou^ly  I5  percent  before  tho  wartime  tax  increases,  k/    The  tax  is  a 
lower  percentage  of  price  for  "prcmi-am  beer,"  and  a  lo'/cr  percentage  of  tho 
price  of  bottled  beer  thrii  of  draught  beer  of  tho  sane  brand. 

1/  Tho  number  of  corporation  incono  tax  retixms  for  brev/erics  is  approxi- 
natolythe  stbo  as  the  nuiaber  of  breweries  reported  in  operation  by 
the  Alcohol  Tax  Unit.    This  would  indicate  that  nost  of  the  ^jnits  in 
the  industrj^  operate  as  coiporations  and  arc  included  in  the  corpora,- 
tion  inconc  tan  statistics. 

2/  In  I9U2  the  increase  in  the  retail  price  to  cover  the  increased  tax 
exceeded  the  pjiount  involved  on  12-rounce  bottles  but  was  loss  than  the 
amount  involved  on  quart  bottles.    So  increase  was  allowed  on  the 
price  of  dran^t  boer  because  tho  axiount  involved  was  less  than  one- 
half  cent  on  regular  size  glasses. 

]jj  Because  of  the  tendency  for  a  tf^jc  levied  at  the  mramf acturcrs'  level 
to  bo  pyramided  retail  pricos  tend  to  increafw  by  noro  than  the  anoiait 
of  the  trx. 

y  The  ratio  will  vary  with  the  taxes  imposed  by  State  and  local  govom- 
nonts.  For  infomation  on  State  taxos,  see  Trcasujrjr  Department  study 
"federal-State  Tax  Coordination,"  July  19^7, 


Table  7 


Brovorios  and  nolt  produoors:    Humibcr  of  corporntlon  returns,  coiopllod 
roeoipt8,  not  ineono  or  doficit»  nnd  incono  taxes,  1938-19^ 

(Dollar  rjnounts  in  nillions) 


I  fotal 

Returns  '..dth  act  Incono 

:    Ec turns  with  no  not 

income 

Tofir 

*  number 

*  1 

•  of  rct-orns  ' 

•  ( 

»  Huotbor 
I  of 

'  returns 

:  Total 
:  eoc^ilod 

'■  receipts 

1  Hot 

•  income 

• 

• 

•  Incono 

•  tP.XCS  1/ 

• 

:  Incono 
'  aftor 

:  Ifuiabor 
:  of 

:  returns 

:    Total  : 

i  coupllod  :  Sofielt 

:  rocoiBts  : 

1938 

650 

$698 

$  11.0 

$  51'8 

369 

$  158 

$  10.5 

*1939 

615 

326 

77-0 

13.3 

63.7 

289 

115 

7.9 

562  . 

262 

7'+3 

62.7 

US.3 

300 

I5I+ 

U.O 

19U1 

296 

95U 

88.5 

30.9 

57.6 

218 

9»» 

6.7 

1942 

368 

1.193 

120.7 

59.9 

60.8 

117 

48 

2-5 

19U3 

1.530 

171.9 

95.S 

76.1 

i»9 

18 

.9 

19M» 

»»59 

1,80k 

I8U.9 

111.9 

73.0 

Ik 

.5 

19H5 

M5U 

^3^ 

1.936 

200*3 

123.7 

76.5 

20 

26 

.5 

f 
I 


froasuiy  Dopartmont,  Division  of  Tnx  Hosoardi 
Source:    Statistics  of  Inconc.  Part  2. 
1/    Including  ozccss-profits  taxes. 
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Table  8 

Hot  proflta  before  /md  aftor  income  taxes,  and  rate  of  return 
on  net  worth  of  brovorios  reporting  to  Sectiritios  and 
Xxehnnge  CooBiisgion,  195^^9^  1/ 


Yonr 


Hot  profits 


Boforc  incoeto 

taxes 


Not  profits  as  -percent  of 
 not  worth  2/  

Aftor  income  ;  Boforc  income  ;  After  income 
taxes        •         taxes        •  taxes 


(Millions) 


1936 

$  9.7 

$  7.8 

2U.3  5J 

19.7  % 

1937 

7.6 

5.9 

18.2 

193s 

8.2 

6.6 

18. 3 

1939 

10.2 

8.1 

21.0 

16.8 

9.9 

7.5 

15.4 

11.8 

13.8 

8.7 

20.8 

13.1 

19U2 

17.7 

8.6 

25.6 

12.5 

19^3 

25.7 

ll.k 

31.6 

lU.O 

29.3 

11.6 

33. s 

13  A 

19^ 

38.7 

13.8 

35.9 

12,8 

19U6 

25.0 

Troas\:g:y  Bopartmont,  Bivislon  of  Tax  Bosoorch 

Source:    Sogoritios  nnd  Sxehango  Commission,  Survey  of  Jtoorican  Iiigtdd 

orations.  "Bata  on  Profits  and  Operations,"  Part  1. 


2/ 
i/ 


Companies  included  for  the  v^.ole  period  arc:    Borghoff  Brewing 
Corporation,  Browing  Corporation  of  America,  The  Berger  Brewing 
Company,  Contlivro  Browing  CoxporatioUt  Columbia  Brewing  Company, 
The  Croft  Brewing  Conpany«  Buquesno  Browing  Company  of  Pittsburg, 
Jnl staff  Browing  Corporation,  Port  Pitt  Browing  Cosipany,  Peter  Pox 
Brov/ing  Conpany,  Prankonnuth  Brewing  Conn  any,  G-oebol  Brewing  Company, 
G-riesedieck  VTostcrn  Brev/ery  Conpnny,  Harvard  Brev/ing  Coinpany,  Gr. 
HcileD'^ii  Brewing  Coinpany,  Hyde  Park  Breweries  Association,  Inc., 
Gr.  Kruoger  Brewing  Company,  Minneapolis  Browing  Conpany,  Pfciffor 
Browing  Coripnny,  Pittsburg  Brewing  Coinpany,  The  Renner  Conpany, 
Standard  Brewing  Company  of  Scranton,  Sterling  Brewers,  Inc.,  and 

Tivoli  Browing  Company.    ConpanicB  included  for  only  part  of  the 
period  arc:    Atlantic  Company  (19ftO-19M-6) ,  Cpjiadipjn  Breweries,  Limited 
U9**5-19to),  Cooper  Brewing  Company,  Inc.  (19^5-1946)^  Priars  Ale 
Brewing  Company  tl9H?*-19WT,  George  Muehlebach  Browing  Corrpany  (19U5- 
1946),  Red  Tot  Browing  Conpany  (19^5-191^6),  Jacob  Bc^jpcrt  (1943-19^6), 
Grand  Valloy  Browing  Ooopany  ( 1935-19^3)  . 

Hot  worth  as  of  the  bogiming  of  year.    Includes  preferred  and  common 
stock  and  surplus. 

Report  for  the  Croft  Brewing  Company  was  for  a  nine-month  interim 
period.    Net  worth  ratios  are  adjusted  to  a  full  year. 
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fable  9 

rermented  malt  liquors:    I'ax  and  tax  plus  niark^up  #n  the 
tax  for  selectoi  retail  sales  units  and  various  changes 

in  rate  of  tax  per  barrel 

(In  Gents) 


Size  of 
retail 
sales  unit 


$1  tax  per  barrel    ]  $2  tax  per  barrel 

■  •  ,         .  ^  _   

.  Tax  plus  • 


$3  tax  per  barrel 


per 
retail 
unit 


I  oark-up  i 
per  : 
retail  • 


:  Tax  plus 
I  «ark-T:gp 
per     ,  per 
retail  retail 


Tax 

per 
retail 


unit 


Tax  plus 
isiark-Qp 
per 
retail . 


Bottle  or  can 

Qioart 

«81 

1*3^ 

-  lf»61 

2^66 

2«42 

4«02 

12- ounce 

•50 

•60 

1«00 

.91 

1»51 

Lraii^ht  beer 

12-ounce 

«30 

•56 

.60 

1»12 

•91 

1^68 

11-ounce 

•  lOD 

•51 

•55 

1^02 

•  83 

U54 

10-ounce 

•47 

•50 

•93 

•76 

1^40 

6-ounce 

•  20 

»37 

•40 

.74 

•60 

1^12 

7-ounce 

•  18 

•33 

•65 

•53 

•98 

G^ounce 

•15 

•  28 

.30 

.56 

•45 

.84 

Treasury  Department^  Division  of  Tax  Heseareh 

l/  The  figures  showing  taic  plus  mark-up  assume  that  in  addition  to  passing 
on  the  taXt  the  wholesaler  takes  a  mso^k— up  of  23  percent  on  the  tax  and 
•  the  retailer  a  farther  mark-^  ef  35  percent  in  the  case  of  bottled  beer 
(O.F.A»  regulations  governing  sales  for  off-prraise  consunption)*  In 
the  case  of  draught  beer,  the  respective  mark-ups  are  assumed  to  be 
23  percent  and  50  percent* 
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Throughout  the  period  fron  April  1933  to  July  19^0  the  tax  on 
"beer  was  $5  per  "barrel.    Prices  also  renained  fairly  stable  after  the 
first  year  or  two  of  legalised  sales,    tniere  is  no  apparent  basis  for 
detemining  the  effect  of  the  tax  in  this  period.   Per  eappita  con«- 
surn-otion  was  mch  hi^er  prior  to  prohibition  when  the  tax  vras  only 
$1  per  "barrel.    It  is  doubtful,  however,  whether  a  comparison  of  tax 
rates  for  these  periods  has  nuch  significance  even  if  allov/ance  were 
made  for  changes  in  prices.    It  is  likely  that  changes  in  consunption 
habits  between  the  two  periods  woro  a  nuch  oore  ioportant  factor  than 
the  Increase  in  the  tax  nte . 

Since  I9U0  price  increases,  exclusive  of  tax,  have  been  greater 
thnn  the  increase  in  the  tax  rate  of  $3  per  barrel.    Although  it  is 
probable  that  the  increase  in  consunption  would  have  been  sonewhatt 
greater  in  the  absence  of  the  tax  increase,  past  experience  does  not 
give  a  good  indication  of  how  nach  greater.    ^The  effect  of  the  total 
pri^e  increase,  including  tax»  £$)parently  has  been  snaller  than  the 
Increasing  effect  which  higher  inconos  had  on  consunption.    It  should 
be  noted,  hov/ovcr,  that  the  increase  in  the  price  of  beer,  including 
the  higlior  tax,  has  been  substantially  less  than  the  general  increase 
in  prices  of  consuncr  goods. 

The  present  hi^  Xovol  of  donand  in  relation  to  the  capacity  of 
the  industry  ninixaizes  any  adverse  effect  that  the  tax  nay  have  on 
sales.    With  a  very  substantial  reduction  in  consunption  or  increase 

in  the  capp^ity  of  the  industry,  however,  the  effect  of  the  tax  on 
the  profits  of  the  industrjr  probably  would  bo  more  serious.  Available 
evidence  indicates  that  in  the  more  iriportant  market  areas  price 
conpotition  might  bocono  intensive  undor  such  conditions.    V^ilo  socio 
producers  in  somo  narkcts  ai^t  bo  able  to  naintain  prices  throt^ 
roAaction  in  supplies  placed  on  tho  oarkot,  for  the  bulk  of  prodtietion 
prices  not  of  tho  tax  probably  would  bo  lower  by  reason  of  the  existence 
of  'the  tr^. 

^-    On  conpotition 

Boor  conpotos  with  other  taxed  alcoholic  bcvern^s,  and  with 
non-taxod  bovorngos.    The  taxos  on  alcoholic  bovoragos  probably  cause 
sone  shift  in  consunption  to  non-alcoholic  beverages.    Moreover,  the 
t.'^jccs  on  alcoholic  bcvcrngcs  p.ro  not  uniform.     In  relation  to  price 
the  tnjc  on  beer  is  lower  than  the  tax  on  distilled  spirits  but  generally 
higher  than  the  taxes  on  v/ine.    But  v/artino  increases  in  the  tax  on  boor 
were  relatively  snaller  than  the  increases  in  tho  taxes  on  wino  and 
distilled  spirits.    Since  donand  for  alcoholic  beverages  has  continsaod 
at  a  relatively  high  levol  following  the  close  of  tho  war  and  un- 
certainties exist  '-fith  rcspoct  to  the  supply  of  distilled  spirits  and 
beer,  it  is  possible  that  the  competitive  position  of  the  different 
products  has  not  yet  boon  seriously  affected  by  tho  present  tax  rates. 


Experience  has  not  shovm  the  extent  to  which  price  is  a  fp.ctor  in 
consunption  of  thcso  products  and  whether  denand  is  more  sonsitivo  to 
prieo  changes  for  one  product  than  for  another. 

The  tax  npy  have  sooo  offoet  on  the  competitivo  position  of 
different  producers  in  the  brewing  industry.    Since  the  tax  is  a 
specific  anoimt  per  hp.rrel,  it  represents  a  higher  proportion  of  the 
price  (before  tax)  of  the  lower  priced  than  the  higher  priced  products. 
This  tends  to  create  a  competitive  disadvantage  for  the  lower  priced 
prodwts.    For  oxaniplc,  the  price  of  certain  premium  beers  at  the 
brewery  is  from  50  to  75  percent  higher  than  the  price  of  local  non- 
jpromiun  beer*  1/    The  price  including  tax,  however,  is  only  about  one 
third  higher.    The  specific  tax  thus  brings  the  prices  of  the  different 
products  relatively  nuch  closer  and  this  nay  induce  some  shift  in 
consraption  to  the  higher-priced  product.  2/    Eowever,  although  the 
c^pool  to  consumers  bp^sod  on  price  differentials  is  reduced  by  the 
tax,  the  difforcnco  between  the  low  and  hi^  priced  products  is  still 
largo  enou^  for  non-prer^ium  boor  to  account  for  tho  major  port  of 
sales* 

C.    On  consumers 

Reported  data  on  consumer  expenditures  for  beer  in  relation  to 
the  size  of  consumer  incomes  do  not  appear  to  bo  sufficiently  complete 
to  afford  a  reliable  indication  of  the  distribution  of  the  tax  burden.  2/ 
If  to  a  large  extent  the  lower  ihcofne  consumers  purchase  lower  priced 
beer,  the  tax  ^-ould  represent  a  higher  pro-n^^rtion  of  their  expenditures 
for  beer  than  of  the  expenditures  of  the  higher  income  groups.  This 
factor,  together  v;ith  the  widespread  consunption  of  beer,  suggests  that 
the  tax  burden  may  be  distributed  somewhat  rogressively. 

Boor  is  not  included  in  the  Consumers'  Price  index  of  the  Bore 
of  Labor  Statistics. 


T/^Dasod  on  unpxiblishod  price  infornation  of  the  Bureau  of  Labor 
Statistics. 

Zj  The  absolute  difference  in  price,  tax  included,  may  remain  the  sane 
as  the  difference  before  tax.    But  when  the  price  for  both  products 
is  increased  very  substantially  by  the  tax  the  relative  difference 
in  the  prices  of  the  two  products  mxy  bccone  very  snail.  (Cf .  Treasury 
Department  Study,  "Federal  Excise  Taxes  on  Tobacco,"  pp.  23,  2U.) 

]J  Data  for  19^1  eicpenditures  are  reported  in  Department  of  Labor, 

family  Spending  and  Saving  in  Wartime,  Bulletin  No*  822,  19^t  P*  T8, 
but  it  is  indicated  that  in  the  survey  consumers  may  have  under- 
stated their  expenditures  by  as  much  as  two-thirds.  Expenditures 
as  reported  were  proportiontal  to  the  size  of  the  family  income. 
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As  indicatod  fibove,  |he  eonsoioption  of  'boor  has  fXuotwted 
less  than  consimor  lncomci|.  l/    If  this  relationship  exists  in  the 
future,  the  tax  v;ould  have  the  effect  of  withdravdng  relatively  more 
purchasing  power  from  the  income  stream  in  periods  of  low  "business 
activity  thnn  in  periods  of  high  businoss  activity. 

VI.    Adnini  Gtr,?.ti  on  and  conplinjico 

The  nonbor  of  taxpayers  involved  is  not  largo,  there  being  less 
thpji  500  hrewcrics  in  operation.    However,  the  Government  supervision 
over  brewery  operations  entails  additional  expenditures  not  involved 
in  most  of  tho  excise  taxes.    The  procedures  prescribed  for  con-^ 
struction  and  operation  of  plants  and  detailed  reports  required  of 
taxpayers  for  protection  of  tho  revenue  impose  sttostontial  compliance 
burdens  en  breweries.    However,  there  Is  less  possibility  for  evasion 
of  this  tax  than  the  tax  on  distilled  spirits,  .and  enforcenent  costs 
are  correspondingly  lower.    Although  the  present  tax  is  relatively 
high  compared  with  the  value  of  beer,  because  of  its  bulk, it  is 
difficult  to  produce  or  transport  tbe  product  illegally  without  de- 
tection, 

711 •    Technical  problems 

The  principal  technical  problems  that  arise  under  this  tax  are: 

1.  Whether  floor  etocks  tax;08  should  be  iTsposed 
or  refunds  made  on  floor  stocks  t if  the  tax 
rate  is  dianged. 

2.  The  taxation  of  imported  beer. 
^*    floor  stocks  taxes  and  refunds 

Floor  stocks  taxes  were  levied  on  beer  under  the  Revenue  Acts 
of  1914,  I9I1O,  19te,  and  I9U3.  2/    Although  beer  is  too  perishable 

to  be  stored  for  long  periods,  withdrawals  in  the  absence  of  a  floor 
stocks  tax  probably  would  be  large  enough  to  result  in  substantial 
avoidance  of  an  increase  in  tho  tax.    Moreover,  an  increase  in  tax 


y       46.  ^  ~ 

2/  ae  Revenue  Acts  of  1917  and  1918  did  not  contain  special  pro- 
visions for  taxes  on  floor  stocks.    Ho^-^ever,  the  increase  in  tax 
under  the  1917  Act  was  interpreted  as  being  applicable  to  stocks 
removpd  before  the  effective  date  of  the  Act.  '  The  1940  Act  provided 
an  exemption  for  stocks  held  on  premises  of  dealers  who  paid  an 
occiflpational  tax  as  a  retail  dealer  but  not  as  a  wholesale  dealer. 


withoat  provision  for  i  tax  on  floor  stocks  woiild  result  in  inoquitios 

bocausG  of  the  superior  financial  resources  and  facilities  of  sono 
dealers  and  brewers  for  carrying  s\ich  stocks. 

Tliere  has  been  no  ojqporionQO  with  a  redaction  in  the  tax  on  beer 
since  1901.  1/  However*  in  connection  with  possible  future  reduction 
in  the  war  tax  rate  from  $8  to  $7  per  barrel  the  present  law  provides 
for  refunds  on  floor  stocks  subject  to  certain  conditions.  2j 

Tax-paid  floor  stocks  of  fonaontod  nalt  liquors  noroally  appear 
to  bo  saall  in  rol'\tion  to  sales  •    ICho  stocks  reported  under  the 
Hcvonue  Act  of  19^2  represented  loss  tiian  throe  weeks*  tax-paid  with- 
dm^J.8  and  under  the  Icvenuo  Act  of  19^3  loss  than  two  weeks*  with- 
drawals.   (Tnblo  10)    In  each  of  those  years  stocks  of  retailers 
amounted  to  less  than  a  vreek*  s  supply.-    The  stocks  of  bottled  boer  are 
probably  larger  in  relation  to  sales  than  stocks  of  draught  boor.  In 
viei^r  of  tho  saall  stocl^s,  the  losses  which  the  industry  night  espcri- 
ence  under  a  tax  reduction  without  provision  for  rofonds  on  floor  stocks 
would  not  be  largo. 

A  tax  reduction  of  loss  thnn  $3  P©*"  barrol  \iould  represent  loss 
than  one  cent  on  all  retail  sales  ^Jinits,  excc-ot  auart  bottles  or  tv:o 
12-oimce  bottles.    Thus,  retailers  night  gain  a  windfall  from  a  refund 
on  floor  stocks  unless  sonc  provision  were  nado  to  assure  consunors 
the  benefit  of  the  redaction.  ^   Because  their  sales  are  in  larger 
quantitiest  wholesalers  and  browors  could  adjust  prices  by  the  amount 
of  tho  tax  change.    Since  ooopetition  would  tend  to  force  reductions 
in  prices  by  brewers  and  wholesr»lers  there  would  bo  noro  need  for  a 
refund  on  floor  stocks  at  those  levels.  * 

The  pa^Ticnt  of  floor  stocks  refunds  to  nJLl  dealers  v^ould  involve 
alnost  UOOfOOO  returns.    There  is  noro  possibility  of  fraud  and  closer 
exnnination  of  returns  Is  required  on  refunds  than  on  floor  stocks  taxes. 
This  work  could  bo  reduced  by  providing  for  refunds  only  i^ere  stocks 

exceeded  a  nininu-a  amount .    However,  this  t^^^e  of  provision  would 
discrinina.to  against  sroall  dealers.    The  difficulties  involved  could 

1/  Although  tho  rate  of  $6  per  barrol  iriposed  by  the  1918  Act  was 
reduced  to  $5  by  the  Liquor  Taxing  Act  of  193^.  a  tax  of  $5  per 
barrel  on  3»2  percent  boor  had  been  in  effect  fron  April  7,  1933. 

2/  Revalue  Act  of  19^5,  Section  3O2.    The  refund  provision  was  nade 
pem?^jicnt  by  the  Sxciso  Tax  Act  of  19^7 . 

'JjJ  A  provision  of  this  nature  is  included  in  Section  1656(b)  of  the 
Internal  Revenue  Code,  relating  to  refunds  on  alcoholic  boveragod. 
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Table  10 

Floor  stocks  of  tax-paid  fermented  malt  liquors  in  possession 
of  prodacers  and  distribators  on  dates  of  imposition  of 
floor  stocks  taxes  under  Bevenue  Acts  of  19^-1943 

(In  thousands  of  barrels) 


2     July  1,    :  Hovembdr  1,    :    April  1, 


Stocks : 

He  tail  dealers 
^olesale  dealers 
Brewers 
Other 

Total 

Percent  of  total  held  by: 
Betail  dealers 
Wholesale  dealers 
Brewers 
Other 

Total 

Tax-paid  withdraw 'als  dvjring  calondii' 
year  ZJ 

Stocks  as  a  percent  of  tax-paid 
withdrawals: 
Iletail  dealers 
Wholesale  dealers 
Brewers  * 
Other 

Total 


1  ^ 


1  / 

y 

0 

1 ,  W  g 

X,  DUo 

1 

1,445 
951 

1 

2.1 

2,  709 

4i.35f 
12.9 

53.3^ 

35.1 

llfS 

« 

100.0 

iOO.O 

51,811 

79.51^ 

.9 

2.5 

•  7 

1.85* 
1.2 

.u 

5.U 

3.U 

Treasury  Department,  Division  of  Tax  Heeeprch 
Source:    Unpablished  data  of  the  Alcohol  Tax  Ualt,  Bareau  of  Ihternal  Bevenae 


2/ 
i/ 


Stocks  held  by  retail  dealers  on  retail  premises  exempt  from  tax  and  figores 
therefor  not  available. 
Not  available, 

Domestic  beer  only.    Imports  are  negligible  in  ordinary  years  but  ma^  have 
been  as  much  as  1  percent  of  total  withdrawals  in  19W*, 

Less  than  .05  percent* 


•s.  .  ■  ' 

«  ■  . 

f 

-59- 

be  ninlnl«©d  ond  greater  eqjiity  achioyod  by  linitiBg  roftods  to  whole- 
salers and  producers  • 

B.    Tho  taxation  of  inportod  boor 

Ilost  oxeise  taxes  apply  to  products  ioported  as  veil  as  to  those 
produced  t^fithin  tho  ITnltod  States.    Inportod  "beer,  however,  is  subject 
only  to  tr.riff  duty.    For  mrjiy  years  the  duty  was  substantially  hi^or 
thnn  the  excise  tax  on  domestic  "beer,  but  as  the  result  of  decrer.ses 
in  the  iraport  duty  and  increases  in  tho  excise  tax  the  duty  is  now 
25  cents  por  barrel  less  than  the  excise  tax  of  $S.  l/    This  has  in- 
creased coinpotition  fron  icportod  boor  to  some  extent.    As  a  result 
legislation  has  been  proposed  to  subject  iriportod  beer  to  the  present 
excise  tax.  2/    There  are  different  v/rys  in  ^ich  the  present  discrini 
^nation  night  be  corrected.    This  natter,  together  with  other  cases  of 
discrimination  bct\ircen  imported  and  domestic  products,  is  being  made 
the  sxibject  of  a  separate  study. 


1/  Under  tho  Tariff  Act  of  I93O  the  duty  on  beer  was  $31  per  barrel. 
Under  the  provisions  of  Sec.  335  of  this  Act  the  rate  was  reduced 
to  $15.50        barrel  pnd  w<as  subsequently  reduced  under  trade 
agreements  to  tho  present  level  of  $7»75'    J^rior  to  tho  Revenue 
Act  of  I9U0,  tho  excise  tax  on  beer  was  $5  por  barrel. 

2/  H.  R.  22g7f  80th  Cong.,  Ist  Sess. 


f 


P^T  III  ^-   Excise  Taxes  on  yines 


I.    DescrlT)tion  of  the  tax 

The  tax  is  imposed  on  wine,  yititch  is  defined  as  the  product  of 

the  alcoholic  fermentation  of  the  Juice  of  fruits  and  "berries  or 
imitations  thereof.  The  tax  is  levied  at  a  specific  rate  on  the 
hasis  of  the  volume  of  the  product  and  varies  with  the  type  of  vine. 

Payment  «f  the  tax  is  retired  at  the  time  of  removal  of  the 
>fine  from  the  winery,  bonded  0l(s«nl^om,  or  customs  custody,  for 
consumption  or  sale.    The  tax  is  payable  hy  the  prbprietor  of  the 

winery  or  vrarehouse,  or  the  importer,  and  is  paid  "by  purchasing  tax 
stamps  to  be  affixed  to  the  containers  prior  to  removal,  l/ 

Sxemptions  from  the  tax  are  provided  for  withdrawals  for: 

1.  Export. 

2.  TJse  as  distilling  material  in  the 
production  of  brandy  and  alcohol. 

3.  Froduction  of  vinegar  or  de- 
.  aleoholised  wine. 

Tamily  use.  2j 

5.    Use  of  the  United  States  (but  not 
for  resale  in  the  United  States) • 

II •    ^gH^S  in  the  tax  since  I913 

Wines  have  been  taxed  continuously  since  191^1  the  tax  rOTiain- 
ing  in  effect  during  the  period  of  prohibition.    Prior  to  ISl^  a 
tax  vras  inrposod  on  artificial  or  imitation  wine,  but  this  tax 
apparently  was  s\3i>erseded  by  the  tax  levied  under  the  Revenue  Act 
of  1916.  2/    ^®  rates  and  effective  dates  of  changes  in  the 
various  wine  taxes  since  1913  bxo  shown  bolow: 


if  In  tho  case  of  bulk  shipments  by  tank  truck  or  railroad  tank  car, 

the  stamps  arc  affixed  to  tho  route  board  of  the  truck  or  car. 
2/  Not  exceeding  200  gallons  per  year. 

y  Tho  tax  on  artificial  or  imitation  wino  was  not  repealed  until 
tho  Act  of  liarch  22,  1933-    (Public  No.  3.  73^  Cong.,  1st  Session) 
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Changes  in  tax  rates  since  1913 


Revenue 
Act 


Effective 
date 


Hate 


Linueurs, 


:      Sparkling  wines 
Still  wines  a/    :  *r.*„«^i  : Artificially: cordials, 

:  ^^^^^^  :  carDonated  ;  etc,  1/ 
(per  wine  gal*)    tiver  i  Dint,  or  fraction  thereof) 


ISlk 

Oct,  22 

8^  c/ 

5^ 

54 

1316 

Sept.  8 

10 

3 

Fo  eha 

1917 

Oct.  3 

.  8 

20 

50 

6 

3 

3.< 

1918 

Feb.  2U.  1919 

16 

Uo 

$1 

12 

6 

6 

1928 

Jimo  29 

10 

25^  . 

— Ho  change — 

193U 

Jan.  12 

10 

20 

1936 

July  10 

5 

10 

20 

i9iio 

Jtily  1 

6 

18 

30 

3 

1* 

19^+1 

Oct.  1 

8 

30 

65 

7 

xl 

3i 

19'+2 

ITov .  1 

10 

to 

$1 

10 

5 

5 

19^3 

Apr.    1,  19^4 

15 

60 

• 

2 

X5 

10 

10 

a/  Beginning  v/ith  the  Revenue  Act  of  I916,  the  rates  shov/n  are,  re- 
spectively, for  wine  containing  by  volume  (l)  not  over  lU-pcrcent 
alc6hol,  (2)  over  lU-percent  hut  not  over  21-porcent  alcohol,  and 
(3)  over  21-porccmt  hut  not  over  2U-percent  alcohol.    Vfine  contain- 
ing over  2U  percent  of  alcohol  hy  volume  is  classified  as  a 
distilled  spirit  and  taxed  as  such. 

h/  Applicable  where  product  is  made  from  fortified  wine  and  distilled 
spirits.    Cordials  and  liqueurs  made  from  unfortified  v/ine  arc 
subject  to  the  rectification  tax. 

£/  Proportional  rates  provided  for  fractional  parts  of  a  gallon* 

d/  Liquor  Taxing  Act  of  193^. 

qJ  Liquor  Tax  Administration  Act  of  193^. 


1 


* 


« 
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III*    Revenue  collection^,  I^l6-19^7 

*  ■ 

The  taxes  on  wines  produce  the  least  revenue  of  the  taxes  on  the 
three  "broad  groups  of  alcoholic  beverages.    I'or  the  fiscal  year  19^7 
collections  from  the  taxes  on  wines  amounted  to  only  2.3  percent  of 
the  oalleetieiis  trow  all  taxesi  on  alcoholic  bovora^^es^ 


Collection^,  fiscal  years  I93&-I9U7 
(In  millions) 


Ilscal  : 

Collections  fi/  *  I 

fiscal 
year 

•    Collections  a/ 
• 

1936 

$  lO.U 

iqU2 

$  25.2 

1937 

19U3 

33.7 

193s 

6.9 

I9UU 

3U.1 

1939 

7.8 

I9U5 

191*6 

60.8 

19»H 

12*g 

19^7 

57.2 

aj  Inclu&es  collections  from  the  tax  on  brandy  used^  for 
fortification  of  vines  idiioh  was  in  effect  prior  to 
Jtily  1.  19U0» 


IV,    Bconomic  background  of  the  industry 

At    -Character  of  supply 

1,    Typos  of  wines  and  sources  of  supply 

There  are  several  different  classes  of  wine  but  because  of  varia^* 
tions  in  their  characteristics  or  use  no  terminology  is  uniformly  accepted. 
The  following  classifications  indicate  the  more  important  ways  in  which 
th^  are  referred  to: 


Tax  classification    General  Aoscriiptive  terms     Trade  exaigples  aJ 

Still  vfino 

Undor  Xkjk  Vatural (unfortified) or  table  (Sauteme,  claret, 

(burgundy 

lU-2ljt  fortified,  sweet,  or  dessert  (Port,  sherry,  tokay, 

(muscatel 

21-^jl  b/   (not  marketed)   

Sparltling  wine 

Natural  )  ( Champ  ?igne , 

Irtif ipial3y  car-)        Sparkling  (sparkling  burgundy 

bonated  ) 


a/  In  trade  usage  wines  are  often  distinguished  by  degree  of  dryness 
or  sweetness*  ' 

b/  VTines  containing  more  than  2k  percent  alcohol  are  classed  as  distilled 
spirits. 


Tho  fraits  used  in  the  |xrodxietlon  of  vine  ordinarily  do  not  foment  to 
more  than  1^  x>oreent  alcohol*    The  product  of  eooploto  fersiontation 
^ene^lly  has  a  n*n-«\rcot  or  "dry"  taste,  althou^  acne  natural  winos  are 

swcot-tasting.  l/    The  "fortification"  of  wine  "by  the  addition  of  dis- 
tilled spirits,  such  as  "brandy  or  alcohol,  prior  to  the  completion  of 
the  fermentation  of  the  svigar  content,  produces  a  sweet  or  "fortified" 
Vine.    Tho  addition  of  spirits  results  in  tho  product  having  a  higher 
alooholic  content  than  tho  natural  wines.    Sparkling  vinos  arc  made 
from  unfortified  still  vines  hy  socondary  fornpntatioa  in  hottlos  or 
other  containers,  or  "by  artificial  carbonation. 

Donostic  production  of  vdnc  was  snpller  thnn  imports  prior  to 
ahout  ISJO,  hut  since  that  tine  it  has  exceeded  inriorts.  2/    Prior  to 
tho  out  break,  of  Tforld  War  II  inports  represented  only  ahout  5  percent 
of  tho  consurrption  of  still  vines  (fahlo  l)  hut  more  than  50  percent 
of  tho  consumption  of  sparWing  vines.    (Table  2)    On  the  basis  of 
volunc  only  about  2  percent  of  the  total  wine  consumption  is  represented 
hjjr  spaikling  wine.    Hov/ever,  sparkling  v/inos  sell  at  a  nucli  higher  price 
and  rcpr?.scnt  a  L'^.rger  proportion  of  the  totil  on  the  oasis  of  value. 
Since  reperl  still  vine  comncrcially  produced  has  prodoninantly  been  in 
tho  fortified  category.    During  tho  period  1936-1933.  still  wine  having 
an  alcoholic  content  of  1^  percent  or  taoro  accounted  for  tvo-thirds  of 
the  totnl.    (Table  l)    It  appears  that  this  rcproeonts  a  narked  shift 
fron  the  ratio  prevailing  vrhen  winos  ucre  not  subject  to  tax*  Hone 
v/ine  production  was  stimulated  during-  the  iDrohibi tion  period  and  it  has 
"been  estimated  that  the  amount  of  hone-producod  ^-dnc  in  the  period 
1936-1939  oxcoodod  the  tax-paid  withdrawals  of  wine  containing  not  over 
ik  percent  alcohol.  4/ 


1/  Orapes  vary  in  their  sug.ar  "content  njid  taste.    Eastern  grapes 
usually  have  a  lower  sTigar  content  than  California  grapes  and  it 
nav  he  necessary  to  add  sugar  to  the  juice  to  nnkc  a  stable  wine. 
In  California  the  addition  of  sugar  is  prohibited. 

2/  Statistical  Abstract,  19^6,  p.  375»  ' 

2^/  Tarif:^  Comieeion,  Grapes,  Raisins  and  Wines,  1939.  P*  29O.  About 
60  percent  of  the  still  wines  consuned  prior  to  prohibition  vcre 

estimted  to  be  of  the  table  variety. 
kj  It  has  'been  estinated  that  hone  produced  wine  averaged  32  million 
gallons  in  the  years  I936-I939.    (Tariff  Comission,  War  Chanv--os 
in  Industry  Seriost  "Orapes  and  Grape  Products,"  19^7»  P*  35*) 
Sstinatod  hone-produced  vino  plus  tax«-paid  %rithdravals  of  doaostlc 
still  Vfines  containing  not  noro  than  ih  percent  alcohol  pjnounted  to 
56  percent  of  the  estinated  total  consunption  of  donestic  still 
•wines  in  the  years  1936-1939* 


Table  1 


StUl  wiliest   Vinerieo  operated,  produclJion.  tax-paid  withdrawals,  and  stocks  on 

Jane  30,  fiscal  years  1935-19^7 

(Thousands  of  wine  {gallons) 


Production 


Fiscal  ; ^fineries,  f^ig^ 
ysiar    I  operate** 


^  iToT  use  as 

Por  use       4.4  nn«^ 
^stilling 

a»  wine.  jQ^terial 


laX-PaiA  withdrawals 


» 


lotal 


Domestic 


Total    :  ITot  over  :Over  lU  and-  : Stocks  on 

1/       ah  percent:  not  over    Wrted.  30 
alcohol    : 21  percent  :  : 


27 


1935 
1936 

1937 

1938 
1939 

19U1 

191*2 

l9»+3 
19W 

ISU5 

19U6 

19U7 


i.iiS 
1,245 

1.206 

1.175 
1,137 
1,090 

1.064 

1,010 
980 

911 

903 

880 
840 


91.729 
170,876 

122,045 

228, 726 

231.959 
212,368 

286,371 

313.706 
195.225 
264.853 

31U.9S3 
379,936 

515.335 


If, 

If, 

il 

127. 5^S 

78.313 

100,175 

108,255 

119 , 696 

169.627 


2/ 
If, 

2/ 

186,158 

116,912 

164,677 

206,729 
260,240 

345,708 


37.858 
50.005 

65.581 
64,375 
70.713 
86,472 
91,612 

104,  f>89 
112.319 

96,080 

113,664 
107,887 


^7,484 

62,118 

61 . 329 
67.564 

82,571 
89.670 

103 , 490 

110.637 

87,259 

91. 752 
110,584 

104,129 


I2,l46 

15.790 
20,994 

21,353 

22,462 

24,673 
26,622 

30,135 
37.227 

37.421 
30,946 
3i.5»»2 
27.763 


23.270  4/ 
31,691  5/ 
41, 068  y 
39.932  4/ 
45,048  5/ 

57.809 
62,782 

73.051 

73.097 
49 , 764 

60,799 
79.027 

76,353 


2,44l 

2,521 
3.463 
3,046 

3.150 
3.901 
1.9*^3 

1.099 

1,687 
8,821 

3.592 
3.080 

3.758 


56.464 

78. 545 
68,196 

102,120 
94,944 

93.421 
118.530 

134,175 
91 , 805 
■  95.229 
103.930 
103.374 
161.647 


tFreasory  Department.  Slvtelon  of  Sax  Besearch 

Sources*    .tennal  Reuorte  of  the  Commissi  on "r  of  Internal  Revennei  Department  of  Commerce,  Forelpi  Conmerce 
and  navigation  of  the  United  States. 

1/  IncludoB  small  amounts  with  alcoholic  content  over  21  percent  but  not  over  24  percent- 
2/  Includes  vetnouth  produced  at  wineries  but  does  not  include  substandard  wines  for  use  as  distilling 
materials. 


3/  Not  available. 
^  Includes  all  vermouth. 


fable  3 


Sparkling  wines:    Premises  operated,  production,  tax-Daid  withdrawals,  and 

stocks  on  Jwe  30,  fiscal  years  1^^35-1^^7 

(fhousnnds  of  *4ne  gallons) 


Fi  «?cal 

Jr  ecu 

Pmisas 

w                          mt    ^#WW  afc  %0  ^li^  W 

* 

operated 

•  * 

!  JrrocLucLion  • 
:  2/ 

•  • 

Total 

1935 

311 

^1 

1936 

UlU 

570 

1937 

127 

Ugl 

963 

1Q3?5 

121 

Ug9 

1939 

109 

829 

iqUo 

118 

1.063 

loUl 

107 

oil 

19^2 

113 

1.229 

97^! 

19H3 

125 

1.017 

1.212 

I9UU 

112 

1.510 

1.^3« 

10U5 

109 

1.551 

1.328 

19U6 

lOQ 

2,028 

2.126 

19^7 

109 

2.U27 

1.951 

?ax-paid  withdravals  2/ 


Domestic 


26U 

317 
Uiq 

723 

1.10^ 
1.3^8 

1.7^6 


Nat\iral 


Artificial 


Stoclcs 
on 


If 
If 

V- 

827 
1.255 

1.223 

1,7^9 
1.518 


4 


Inqported  •  Jyne  30 

2/ 


i/ 

1/ 
3/ 

57 
7»* 
6g 

51 
56 

in 

37 
31 


2*r7 

567 

512 

258 

100 
108 
90 
65 
3UO 

ik>2 


539 
582 

662 
6U7 

f6o 
79i* 

1.050 
gS2 
936 

1.132 
1.225 

1.975 


Treasury  Bepartaent.  Division  of  Tax  Research 

Source:    Annual  Renorts  of  the  Comiiiissioner  of  Internal  Revenue;  Departnent  of  Coaiaerce,  Foreign  Commerce. 

and  Navigation  of  the  United  States  > 
1/  Represents  wineries,  tended  storerooms,  and  field  warehouses  operated  during  the  period  19^3-19*^7- 
Prior- to  this  includes  only  wineries  operated.    The  nu-^her  of  field  warehouses  bxxH  honded  storerooms 

operated  varied  fro^n  Q  to  22/ 
2/  Converted  to  idne  gallons  on  the  "basis  of  20  half-pint  units  to  the  gallon. 
3/  ^ot  available* 


D^jxin^r  the  war  home  vine  production  was  sharply  curtailed, due  largely  to 
the  restrictions  on  shipment  of  California  grapes  to  the  eastern  States, 
"but  this  output  is  eaqpected  to  revive  because  of  the  savings  involved,  l/ 

2»    Concentration  of  productloii 

The  domestic  wine  industry  is  concentrated  geographically  in  two 
principal  sections,  the  eastern  States  and  California.    The  wine  produo-* 
tion  of  California  has  for  some  time  represented  acre  than  90  percent 
of  the  total.    In  the  production  of  sparkling  vinoy  hoirever,  teis  State 
is  less  important  than  Hev  York* 

■^ino  production  in  California  is  an  integral  part  of  the  grape.- 
industry,  furnishing  the  market  outlet  for  nearly  one-half  of  the  grape 
crop  of  the  State  on  the  average*    fhe  vine  industry  is  geatly  affected 
by  fluctuations  in  the  supply  of  grapes  and  in  the  demand  for  table  grapes 
and  raisins,  as  well  as  hy  changes  in  the  demand  for  wine*    Host  of  the 
brandy  produced  is  subsequently  used  for  the  fortification  of  v^^ine.  It 
has  been  estimated  that  about  76  percent  of  the  producers  of  wine  and 
brandy  grow  their  own  grapes  and  account  for  50  percent  of  the  produc- 
tion of  wine  and  brandy.  2/  In  addition,  cooperative  wineries  owned  by 
vineyardists  produce  an  estimated  25  percent.    Thus  only  about  25  percent 
of  the  production  is  repres-^nted  by  the  so-called  "commercial  wineries"| 
which  generally  purchase  their  grapes. 

In  the  past, wine  production  has  been  conducted  on  a  relatively 
small  scale t  but  there  appears  to  be  an  increasing  concentration  of 
production  among  fewer  producers.  3/  Since  1935  the  namb^  of  wineries 
has  declined  by  about  one-third*    (fable  l)     In  1939  the  ten  largest 
plants  produced  about  one-fourth  of  the  value  of  products  of  \ihe 
industry.    (Table  3)    For  the  same  year  the  value  of  products  for  37«5 
percent  of  the  wineries  was  less  than  $20,000  and  these  wineries 
accounted  for  only  3.4  percent  of  the  total  value  of  products.  4/  Later 


1/  IMSii  PP^  9,  34. 

2/  Committee  for  Heeiprooity  Information,  Information  and  Views  on  Table 

Vine,  Sparkling  Wine,  Vermouth  and  Brandy,  Ifinc  Institute  et  al,  19^6,  p. 7, 
3/  Grapes.  Raisins    and  Vines,  p.  225. 

4/  Data  for  1939  are  from  the  Census  of  Manufactures.    The  number  of 

establishments  reported  by  the  Census  is  much  smaller  than  the  number 
reported  by  the  Bureau  of  Internal  Revenue,  due  largely  to  the  omission 
from  the  Census  of  very  small  xfineries  and  those  producing  distilling 
material  for  brandy.    The  only  earlier  data  available  are  for  1935 
when  the  6  largest  producers  representing  11  wineries  accounted  for 
nearly  38  percent  of  the  total  value  of  products  for  the  industry. 
(lTati0n.1l  Resources  Committee^  The  Structure  of  the  American  jBconomy, 
Part  I,  'TBaf^ic  Characteristics,"  1939,  pp.  266-257).    Production  was 
much  smaller  in  1935  and  it  is  possible  that  the  largest  wineries 
were  able  to  resume  production  more  rapidly  than  the  smaller  winkles 
after  repeal* 


Table  3 


Number  of  establisbments  producing  vine  and  value  of  products 


classified  by  sise 

of  Talud  of  products,  1939 

Talue  of  : 

Establishments 

:    Value  of  products 

products  : 

Buinber 

:  Percent 

•  • 

Percent 

($000)  : 

:  of  total 

[    imount  * 
•  • 

of  total 

5-20 

113 

37.5  55 

$  1,105,9S2 

3.1+  ;o 

20-50 

19.3 

1.939.922 

5.9 

50-100 

hp 

15.3 

3,213.306 

9.8 

100  -  250 

6,61*2, 95U 

20.3 

*  250-500 

32 

10.6 

11,259.689 

31^.3 

500  -  1,000 

7 

2.3 

»t,Ui3.253 

13.5 

1,000  -  2,500 

3 

1.0 

.  4,206,971+ 

12.8 

2,500  -  5.000 

5i000  and  over 

fotal 

301 

100.0 

$32,782,080 

100.0 

Treasury  Department,  Division  of  Tax  Research 


Source: 


Department  of  Comraerce.  Census  of  Manufactures:  1939. 
Vol.  I,  pp.  192,  205-206n! 


Hote:    Does  not  include  establishments  Aigaged  solely  in 

fortifying  wines  made  by  others,  nor  those  bottling 
vines  not  of  their  ov/n  manufacture* 
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information  is  not  as  detailed  as  that  for  1939.    Data  from  the 
industry,  however,  indicate  that  hy  19U3  the  ten  largest  wineries 
in  California  had  nearly  50  percent  of  the  storage  capacity  for  the 
State.  1/    Storage  ciqaacity  tsppesru  to  be  a  relatiwly  good  index 
of  production,  but  since  the  average  price  of  California  wine  is  lower 
than  for  the  country  the  concentration  on  the  basis  of  value  of  pro- 
duction is  probably  somewhat  lower.  ^ 

An  important  development  in  the  growth  of  conoentration  in  the 
California  wine  industry  has  been  the  purchase  or  lease  of  wineries 
by  the  leading  producers  of  distilled  spirits,  which  occurred  during 
the  war.    ks  of  2)eeember  19^3  the  storage  capacity  of  v/ineries  owned 
or  leased  by  four  producers  of  distilled  spirits  was  estimated  to  be 
23  percent  of  the  total  of  all  wineries  in  California,  j/    Some  of 
the  largest  mrineries  are  owned  by  cooperatives.    In  December  I9U3 
two  of  these  accounted  for  over  11  percent  of  the  total  storage 
edacity  for  the  State.  U/    The  concentration  of  production  on  the 
basis  of  nunber  of  producers  is  probably  substantially  higher  than  it 
is  on  the  basis  of  number  of  wineries,  since  some  of  the  important 
producers  have  more  than  one  winery.    Despite  the  apDarent  increase  . 
in  concentration,  it  has  not  yet  reached  a  point  where  it  has  had  a 
marked  effect  on  con5>etition  and  the  price  structure  in  the  Industry. 

3*    CoiBDotition  and  price  policy 

Con^otition  and  price  policy  in  the  wine  industry  have  been  condi- 
tioned to  a  substantial  extent  by  the  interrelationship  between  wine  pro- 
duction and  grape  growing.    Not  only  has  wine  furnished  a  major  outlet 
for  grapes,  but  it  is  also  in  the  unique  position  of  providing  the 
residual  demand  for  grapes  when  the  crop  is  large  beeauso  it  affords 
a  means  of  converting  perishable  grapes  into  a  semi-perishable  product/^ 

1/  U.  S,  Senate.  Hearings  before  a  Subcommittee  of  the  CommittP.f^  on  th^. 

Judiciary  on  S.  Be^.^,  Jgth  Congress,  2nd  Session,  Part  2,  p,  337. 

«ata  on  total  capacity  figures  were  obtained  from  Vine  Institute 

BiOletin,  No.  3U0,  April  Ig,  19U7,  p.  6.   " 

2/  Department  of  Commerce,  Census  of  Manufactures;  IQ-^Q.  Tel.  II    p.  225 

California  vrinories  reported  87.1  percent  of  the  total  wine  output. 

but  only  70.O  percent  of  the  total  value  of  the  products. 
5/  ^l^^'^ff  on  S.  Ros.  ?rf ,  p,  337,  and  1/ine  Institute  Bulletin.  April  IS. 

y  Ibid! 

5/  In  the  view  of  the  industry,  "Wine  and  brandy  are  the  'salvage^ 
outlets  for  gr^^es  that  cannot  find  a  profitable  market  as  ^resh 
fruit  or  as  "is ins."  (Committee  for  Beciprocity  Information,  Information 

and  Views  on  Table  Ifine.  Sparkling  Vine.  Vermuth  and  Brandv!  W  

Institute  et  al,  iskb,  p.  10.)    Si  sins  also  provide  an  outlet  for 
excessive  supplies  of  fresh  grapes  to  some  extent. 


fluctuations  in  grape  production  are  relatively  large  themselves 
"but  the  fluctuations  in  vrine  production  are  even  larger.  Over 
the  past  ten  years  the  changes  in  wine  production  were  on  the 
ayera^e  nore  than  twice  as  large  as  the  eha&ges  in  the  grape  crop, 
and  in  the  prewar  period  the  difference  was  erven  greater,  (fable  4) 
The  large  fluctuations  in  output  and  ccnnpetition  in  the  industry 
produce  a  very  unstable  price  structure.    When  output  is  excessive 
prices  fall  sharply  and  distress  sales  are  made  by  produc<^rs  in  a 
weak  financial  position,  l/ 

The  GoTO^mment  has  taken  certain  measures  ^ich  have  helped 
to  stahilise  the  industry,  hut  these  have  principaUy  related  to 
xaisin  products*    In  the  years  193^1939  the  Federal  Govemmont 
purchased  a  considerable  proportion  of  the  raisin  crop.  2/  In 
193s  Hhon  there  was  an  unusually  large  grape  crop  the  Federal 
Government  and  the  State  of  California  sup"nortcd  a  prograjn  for 
turning  surplus  grapes  into  brandy  which  was  to  bo  held  off  the 
market  until  conditions  inproTed.    ]J   During  the  i#ar  the  wine 
industry  did  not  experience  oxcessiYe  production,  hut  output  in 
19^6  was  substantially  larger  than  in  any  previous  year  and  stocks 
of  wino  increased  considerably,  hj 

In  addition  to  the  wide  variations  in  supply  in  relation  to 
tho  demand  for  wino,  competition  has  boon  influonced  by  the  high 
degree  of  integration  of  grc^o  growing  and  wino  production.  IHiile 
there,  soems  to  bo  some  tendency  to  segrogatb  the  tm  businesses, 
the  industry  estimates  given  abovo  show  that  in  California,  in- 
cluding cooperatives,  75  percent  of  the  vine  is  produced  by  growers 
of  grapes.    Different  typos  of  grapes  may  be  used  for  different 
purposes:    (l)  v/ine  only,  (2)  table  grapes  or  wino,  and  (3)  table  . 
grapes,  raisins  or  vano.    Thus  although  grapes  maybe  produced 
primarily  for  the  table  or  raisin  markets  thoy  may  be  converted  into 
wine,    l&o  grower^-vintnor  usually  viows  his  business  as  an  integrated 
unit  from  ^ich  ho  can  obtain  a  larger  return  at  certain  times 
by  processing  than  by  selling  his  grapos.    Iho  investment  required 


1/  Grapos,  Baisins  and  ^inos,  m>>  249«  30M-. 
2/  |M^.  pp.  65-67.  ~ 
3/  Ibid.,  pp.  67-^. 

5/  In  19^-19^  the  crushing  of  grapes  for  v;ine  v;as  greatly 
limited  by  Government  conservation  orders  requiring  almost 
all  raisin  varieties  to  be  dried  into  raisins.    ("Grape  and 
Grape  Products,"  p.  7.)    Tho.  Commodity  Credit  Corporation 
has  discretionary  authority  to  stpport  grs^o  md  raisin 
prices  and  in  iskj  invitod  bids  for  tho  sale  of  raisins. 
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California  grapes:    Harvested  production,  crush  by 
oommercial  vineries,  and  average  price  paid  to 
farmers  for  grapos  crushed  by  vln«iries« 

1933-1947 


Tear 


i 


fiar Tested  * 
production  < 
(000  tons)  • 


Crush  by 

commercial 

vineries 
(000  tons) 


Average 
price  paid 
to  farmers 

(per  ,ten) 

U  


Percentage  increase 
or  decrease  (-)  over 
previous  year 


Production^^^^^^  commer- 

t  cial  v/ineries 


1933 

1,657 

AAA 

*  m  A 

2/ 

1934 

1,700 

530 

$  16 

2,6  i 

19.4  i 

1935 

2,194 

887 

10 

29.1 

67,4 

1936 

1,714 

494 

17 

-  21.9 

-  44.3 

1937 

2,454 

9ii 

19 

43.2 

84.4 

1938 

2,531 

862 

11 

3.1 

-  5.4 

1939 

2,228 

712 

13 

-  12.0 

-  17.4 

1940 

2,250 

996 

13 

1.9 

39*9 

1941 

2,647 

i,iap 

^ 

13^2 

12.4 

1942 

S,160 

596 

30 

-  15;2 

^  46.8 

1943 

2.789 

790 

78 

29.1 

32.6 

1944 

2,514 

858 

100 

-  9.9 

8.6 

1945 

2,651 

1,170 

55 

6^4 

36.4 

1946 

2,918 

1,652 

91 

loa 

41»2 

1947 

2, 876 

sJ 

-  1.4 

ITreasury  Department,  Division  of  fax  Research 

Sonrees:    Production  and  crush:    Department  of  Agricult\ire,  Agricultural 
Statistics.  1946,  p.  191,  and  Crop  Production.   "1947  Annual 
Summary,"  p.  85o    Average  price*.    Department  of  Agriculture, 
Bureau  of  Agricultural  Economics. 

1/  Average  for  different  varietal  types  at  first  delivery  point* 

2/  Kot  available* 

3/  Not  yet  available  bat  is  eaqpected  to  be  less  than  1  million  tons. 
4/  Hot  yet  available  but  is  ajaterially  lower  than  in  recent  years* 


for  a  winery,  howoror,  c^ypoars  to  bo  substnntinl  in  relation  to  the 
inrestiaont  required  for  growing  gr-ipcs.  1/    The  effect  of  fluctiL-tions 
in  grf^o  crops  on  wine  prices  night  "be  nodificd  to  p.  considcrr.blc 
extent  if  v/ino  were  r^ed  as  long  as  vdiisky.    But  prior  to  the  war  v/ine 
stocks  at  the  hcginning  of  the  season  wore  «onerally  less  than  sales 
for  the  subsequent  yoar.    This  indicates  that  sooe  wine  sales  are  fron 
the  current  year's  production  and  woixld  tend  to  reflect  grape  prices 
for  the  preceding  crop. 

Tho  conpotltlon  lAich  exists  r.t  the  production  lovol  is  reflected 
in  the  narkcting  of  wino.    Tho  snlo  of  vrinc  under  producer  br.inds 
^pcr.rs  to  be  rolr.tivcly  snallor  tlioji  for  many  consunor  goods.  Including 
other  alcoholic  bovcrngOB.    Sone  of  the  Inrgor  wineries  distrilmto  thoir 
products  on  n  national  basis  throush  tixolr  ovn  sales  organisations  jmd 
sono  of  the  smaller  producers  have  established  narkcts  for  thoir  br<-jidod 
products.    Other  producers  sell  thoir  wino  to  distributors  who  in  sono 
cases  jmrchaso  wino  in  bulk  rmd  bottle  it  thensolvos.    Sono  of  tho 
bottling  is  done  in  California,  but  the  substantirl  saving  in  trans- 
portation charges  on  bulk  shipnonts  favors  bottlers  in  tho  largo  eastern 
consur-iing  centers.  2/    In  ISkl,  89  percent  of  tho  interstate  rail  ship- 
nonts of  wine  fron  California  was  in  bulk,  but  this  declined  to  52 
percent  in  lSk6.    y   Under  the  price  ceilings  established  on  wino  it 
had  bocone  profitable  for  producers  to  shift  their  sales  fron  the  balk 
to  tho  bottled  product. 


.1/  Srapcs.  Baisins  and  Tftna«.  p.  3gK.    ir,  -1937  thn  nnnt  fif  n  Trinorjr  

was  cstlnatod  to  bo  11  cents  per  grllon  of  cooporrgo  caBacity  for 
natural  wino  and  I5  cents  per  gnllon  for  fortified  wine".    Assur  ing 
tho  average  yield  for  tho  -pr.zt  ten  years  of  5  tons  of  granos  per 
ncro  and  100  gallons  of  -dne  per  ton,  the  'dnory  invcstnont  re- 
S'^^^^L^®  hrndlc  tho  output  of  grnpos  fron  one  acre  would  have  been 
fron  $50  -  b75 .   According  to  inf omation  sa^ipliod  by  the  Berkeley 

*  f^^^"'"^®''  *°  wineries  tjroducing 

fortified  wines  has  ranged  fron  $50-$6o  per  ton  of  graBo-erushing 
edacity  and  rsxproxL-aatos  in  nany  instances  tho  invostncnt  in  tho 
vineyard. 

^  ?  the  osti  latcd  cost  of  shipping  wino  fron  California  to  ITow 

lork  in  bottles  was  ne^-xly  twice  as  nuch  ais  the  cost  of  shipping 
-,/  ™  (Srapos.  Baisins  and  Vlr:n<.,  r.  300.) 

y  Vine  Institute,  mnc  Institute  3ullntln  Ho.  36^^.  Doconbor  5.  19U7, 


The  leading  producers  in  the  indastry  market  both  natiiral  and 
fortified  wines  under  their  "brand  names  Tvhile  the  smaller  producer  brands 
generally  are  limited  to  natural  wines.    There  is  no  information  on  the 
total  number  of  different  brands  competing  at  retail  but  the  price  list 
of  one  State  monopoly  on  December  1»  19^7  ehoved      donestic  brands  of 
natural  winee  and  7«  donestic  brands  of  fortified  still  wines »  (Table  5) 
The  leading  producer  brands  are  duplicated  in  each  of  the  varieties  of 
vine.    The  range  of  December  1,  I9U7  prices  in  this  State's  stores  was 
fairly  large,  from  55  cents  to  $1.U5  per  bottle  on  natural  wines  and 
from  65  cents  to  $2.15  on  fortified  wine.    The  number  of  domestic  brands 
offered  in  this  State  is  now  larger  than  before  the  war  but  the  number  of 
iaiported  brands  has  decreased*    The  number  of  brands  available  in  mangr 
storos  in  the  licsmse  States  probably  is  larger »  and  in  addition  to  pro- 
ducer and  distributor  brands  these  stores  may  handle  their  own  private 
brands.    It  appears  that  the  proportion  of  wine  sold  under  private  brands 
was  important  before  the  war»  1/ 

As  yet  efforts  to  reduce  price  competition  in  the  distribution  of 
wine  have  not  been  very  effective.    The  State  of  California  has  s\:q>portod 
the  advertising  of  irlne  from  contributions  made  by  producers  to  the  '^ne 
Advisory  Board.    This  institutional  advertising  facilitates  the  advertis- 
ing of  individual  brnnds.    There  is  considerable  impetus  for  the  industry 
to  develop  in  this  direction  because  of  the  almost  universal  prohibition 
of  bulk  sales  to  consumers  by  the  various  States.    While  this  has  the 
effect  of  increasing  the  cost  to  the  consumer  and  decreasing  the  market 
for  wine,  2/  it  tends  to  result  in  a  more  stable  price  structure.    The  sale 
of  wine  in  gallon  trnd,  one-half  gallon  containers,  however,  does  provide 
a  low-price  outlet  for  wine.    There  has  been  some  effort  to  place  wine 
sales  under  the  Fair  Trade  Acts  of  the  various  States,  but  this  does 
not  appear  to  have  been  very  widespread  bec^xise  of  the  lack  of  concen- 
tration on  producer  brands  and  the  relative  uni'nportance  of  wine  in  total 
sales  of  liquor  stores.    "Outside  of  California,  it  appears  that  only 
a  comparatively  few  wines  have  been  placed  under  retail  price  maintenance. »' 

Costs  and  prices 

The  last  published  information  on  the  cost  of  producing  wine  is 
for  1939.    For  that  year  the  manufacturers'  value  of  wine  produced  was 
approximately  $33  million,  an  average  of  a  little  over  50  cents  ner 
gallon.  4/    Grapes  and  grape  products  constituted  the  most  important 

If  Department  of  Commerce,  Census  of  Business;  MIQ.  Vol.  V,  "Diatri- 
button  of  Manufacturers'  Sales:  1939."  p.  22.     Direct  sales  to 
retailers  wore  nearly  20  percent.    This  does  not  cover  sales  to 
bottlers,  but  on  ttie  other  hand  not  all  direct  sales  to  retailers 
represent  private  brands. 

2/  ftrapos.  Baisins  and  Vines,  p.  312. 

3/  Federal  Trade  Commission,  Report  on  Resale  Price  Mainten?=^nce .  igUg.p.  UUl. 
ii/  Census  of  Manufactures:  I939,  Vol^  II.  Pf^r^i:  I,  p_  00k  figure 

is  for  all  wine.    The  average  for  sparkling  wine  is  much  hi^er, 

amounting  to  about  $2  per  gallon. 
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(liable  5 

Vines  by  typ««8    mxiriber  of  brands  and  price  range  in 
Virginia  State  stores  I937.  1938  and  19^7 

( V5  quart  sises  l/) 


Type 


jKTumber  of  brands 

J\ay  16,  :Oct.  1,  :Dec.  1, 
1937    ;  IQ^g  ; 


Price  range 


Sparkling  wines: 

Chainpagne 
Sparkling 
buxgimdy 
Other 
Still  wines 
( natural) : 
Sautcmes 
Burgundy 
Claret 
Other  H 
Still  vrines 
(fortified); 
Port 
Qierry 
Muscatel 
Tokay 

Vermouth 
Other 

Total  domestic 

Sparkling  wines: 
Chaaipagne 

Sparkling  "burgundy 
Other 

Still  vrines( natural): 


1 
2 


g 

2 
7 
9 


9 

8 

6 
6 
k 
1 


66 


5 
1 


Sautome  s 

5 

^  Burgundy 

k 

Claret 

7 

Other 

7 

1  Still  wines 

(fortified): 

Port 

6 

Sherry 

8 

^  Moecatel 

1 

Tokay 

Vermouth 

3 

Other 

1 

Total  inported 

luly  16,  1937:  Oct,  1.  1938:  Dec^ 
High  :  Low    :  Hii^i  aXou    :  High  :  Low 


Domestic 

6      12.05  $1.90 


1 

3 

1,60 

1«G0 

1 

1*60 

1.35 

8 

11 

•80 

.35 

C 

S 

.55 

7 

6 

.75 

•35 

g 

19 

ItCX) 

.50 

9 

23 

,80 

.Uo 

g 

23 

.80 

Un 

7 

13 

.65 

10 

.70 

k 

8 

.60 

..'•5 

1 

.60 

^60 

65 

131 

Imported 

h 

h 

U.05 

3 -35 

1 

3.20 

3.20 

1.65 

.80 

5 

2.70 

I.U5 

1 

1.75 

.80 

7 

1.70 

1.15 

6 

2*20 

,80 

7 

12 

2.35 

.80 

•80 

.80 

5 

3 

1.30 

1.15 

1 

1 

1.70 

1.70 

$2.05  $1.50  $i^.oo 

2.95 


2*00 
1*20 


•715 
.60 

.65 


•75 

.75 

•75 

•75 
.50 

.60 


1.50 
2.30 
1.65 

1,85 


2.15 
2.30 


2.00 
1.20 


.35 
.35 

•35 
.50 


•  4o 

.  Uo 

M 
.60 


1.U5 
1.H5 

1.00 

1*^5 


1.65 

2,15 

1.00 
1*20 
1.10 

.65 


^.10  2.90  5.iK) 
2t80  2.80 


.90 
1.20 
•  90 
.70 


-1 

X 


00 

1.15 


1.85 
1.80 


2,90 

k.70 


$2.40 
2.30 


.60 

.55 
.60 

.60 


.65 

.65 

.65 

•65 
1.00 

.65 


lf»10 


1.85 
1.80 


1.85 

1-95 


Treasury  Department.  Division  of  Tax  Eesearch 

Source:    Tl^C.  InTestigation  of  Conc.ntmtion  of  Economic  Pov.r.  Part  6.  "Liauor 

?''f!^f*^N\v^S\J939,  e^lbit  433.  and  Alcoh^li^^e;age  Control  Sd 
1/  T^...  Commonwealth  of  Virginia,  List  No.  113,  effective  Decern^;  l'  I9U7  ' 

g^f§ni&»^f!t?tr  P^^"^^  ^^^y  ^^^^  ^^^^  converted  to  if/5  quari.    piices  for 

1  " 


-ft 
1*1 


^  •Iraent  of  cost  and  anoimted  to  Marly  50  percent  of  the  value  of  the 
prodact.    Manufacturing  salaries  and  wa^es  amoiinted  to  only  g.5  percent 
of  the  value  of  the  product.    These  costs  do  not  include  the  cost  of 
"bottling,  and  since  most  wine  under  State  requirements  must  be  sold  in 
hottled  foim  the  cost  to  the  distributor  is  much  higher.    In  addition 
most  of  the  wine  consumed  has  to  he  transported  long  distances  to  ttie 
eastern  maricet  from  California.    There  are  no  complete  figures  on 
hottliM  costSt  "but  according  to  information  submitted  by  the  industry 
in  1936  the  cost  of  bottling  and  casing  v;as  equal  to  twice  the  Drice 
of  natural  wine  at  the  winery  and  about  I50  percent  of  the  price  of 
fortified  vfine.  l/    The  transportation  cost  on  bulk  shipments  was  from 
one-third  to  one-half  the  price  at  the  winery*    On  bottled  goods  the 
traniiportation  cost  was  twice  that  on  bulk  shipments. 

Wine  and  grape  prices  tend  to  move  together  and  producers  apparently 
gain  little  advantage  from  low  grape  prices.  2j    The  limited  price  in- 
formation available  indicates  thr'.t  both  wholesale  and  retail  wine  prices 
declined  sharply  within  a  few  years  after  repeal,        With  tho  large 
grape  crops  in  the  latter  part  of  tho  1930«  s  wino  prices  remained  at  a 
low  level  until  well  into  tho  war  period.    (Table  6)    Because  of  the  low 
grape  prices  measures  were  taken  in  I93S  to  divert  grrpes  into  the  pro- 
duction of  brandy  to  bo  withheld  from  the  market.    The  wartime  demojid 
removed  the  surplus  of  earlier  years  and  as  the  demand  increased  prices 
rose  very  sharpl?/.    Except  for  I9U2  the  supply  of  gr^^os  was  also  at  a 
high  level,  but  because  of  tho  demand  for  other  grcqpo  products  and 
diversion  of  grrpes  to  raisins  imdor  Govomment  orders,  there  was  less 
pressure  on  tho  wine  market  as  an  outlet  for  grapes.    Althou^  ceilings 
wore  imposed  on  wine  prices  during  the  v/ar,  producers  were  permitted  to 
raise  prices  to  cover  increased  grape  costs.    Moreover,  by  shifting  from 
bulk  to  bottled  sales  producers  earned  much  higher  profits.    Since  tho 
close  of  the  vrar  grape  and  wine  prices  have  declined,  but  still  e^ypear 
to  bo  above  the  prewar  levols* 

B.    Character  of  demand 

Since  the  repeal  of  prohibition  tho  pattern  of  wine  consumption 
has  been  greatly  influenced  by  the  limitation  of  sales  in  most  States 
to  bottled  wino,  \diich  sells  for  much  moro  than  tho  bulk  product.  It 
appears  that  the  demand  for  low-priced  wine  is  now  mot  to  a  considerable 
extent  by  home  production.    As  in  the  case  of  other  alcoholic  beverages 
taste  and  social  considerations  probably  play  the  major  role  in  consumer 
preference  for  wine.    ITon-alcohollc  beverages  generally  are  much  cheaper 
than  v/ine.    Relative  prices  may  play  some  pnj:t  in  consumer  choice  among 
different  alcoholic  bcvorrges.    This  may  bo  most  important  in  tho  case  of 
fortified  wine.    This  type  of  wine  is  comparatole  in  alcoholic  strength 


i/  G-rapog,  Raisins  and  Wines,  p.  2i^7. 
2/    Ibid. .  p.  13. 

2/  PP*  303  and  307. 
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insaal  arerage  price  of  Califoznia  am  sweet  vine  in  l)tak9 
I935-I9U2.  and  prices  in  selected  months.  19U6  and  I9U7 


year  and  month    s    Price  per  fiallon  f  »o*li.  vinery  1/ 

t 

1935 
1936 

1937 

1938 

1939 
19^0 

19U1 

19^ 

19^ 
llareh 
June 

Septem'ber 
Deceznber 

I9H7 
March 
Jane 

September 
Decem'ber 

Treasury  Department,  Division  of  Tax  Heseardi 

Source;    Berkeley  Bank  for  Cooperatives. 

1/   Federal  excise  tax  dedocted.    Incaiades  California  State 
Marketing  Order  assessment  of  I-I/2/  per  gallon  after 
October  2U,  1938. 

2/    from  I9U2-I9U5  ceiling  prices  were  set  by  the  Office  of 
Price  Administration.    In  general  increases  were  allowed 
over  March  19^12  prices  ty  the  amount  of  the  increase  in 
cost  of  grapes.    The  uniform  maximum  price  for  California 
sveet  vine,  exclusive  of  Federal  excise  tax  and  California 
marketing  assessmenti  reached  a  peak  of  $1.U2  per  gallon 
in  Decemher  I9UU.    (Maximum  Price  Regulation  Ws. 
Amendment  20.) 


$  -37 
.35 
.37 
•32 

.29 
.32 

.30 

•35  2/ 


1.16 

1*23 

1.23-1.75 
1.37-1.50 


1.00 

.U0-.G2 
.U0-.49 

•^2-^53 
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to  some  types  of  nixed  drinks  commonly  made  from  distilled  spirits. 
It  accounts  for  al>out  two-thirds  of  the  consiimption  of  com'nercially- 
pr educed  nine. 

In  the  forty  years  preceding  World  War  I  the  estimated  per  capita 
constamption  of  wine  approximately  doubled.  1/    %  1939  the  per  capita 
consumption,  excluding  home-produced  wine»  was  about  as  large  as  the 
estimated  per  capita  consu^nption  25  years  earlier  when  home  oroduction 
was  probably  relatively  small.,  2/    At  that  time  bulk  sales  vrere 
not  prohibited  and  only  artificial  or  imitation  vdne  was  subject  to  tax. 
From  this  it  wo\ild  appear  that  consumers  reacted  more  favorably  to  the 
resumption  of  the  sale  of  wine  than  to  the  sale  of  distilled  spirits 
and  beer,  the  aggre^te  consumption  of  which  in  1939  did  not  exceed 
the  pre-p^ohibition  level •    following  repeal,  the  annual  increases  in 
wine  consumption  until  I9U1  were  relatively  much  larger  th-^^n  the 
increases  in  disrjosable  income,       From  lQ35-.lc>Uo  the  increase  in 
consumption  amounted  to  nearly  100  percent,  or  three  times  the  increase 
in  disposable  income.  (Table  7)    The  wartime  disruptions  which  followed 
make  it  impossible  to  determine  i^ether  this  indicated  a  rising  trend 
or  the  delayed  repdjust-nent  of  consumer  patterns  to  legalized  sale  of 
wine.    During  prohibition  the  consuTotion  of  home-TDroduced  wine  had 
developed  substantial  proportions  and  at  first  the  price  of  co^-nercial 
wine  was  hi^.     Subsequently  prices  apuear  to  have  declined  rather 
sharply  and  it  is  possible  that  some  of  the  increase  in  consu'Tption  was 
attributable  to  reduced  prices. 

After  I9U0  wine  consumption  increa^sed  until  iqh3  and  then  decreased 
.  to  near  the  19^  level,  despite  the  large  increase  in  disTDosable  income. 
Coibsumption  ^^'as  undoubtedly  restricted  to  some  extent  by  limitations 
on  supijlies.    However,  it  appears  significant  that  stocks  did  not  decline 
below  the  level  of  the  prewar  years  I030  and  l^Uo  and  remained  about 
equal  to  annual  consu'nption.    (Table  l)       It  is  known  that  prices 
'  rose  considerably,  but  since  no  reliable  price  series  for  vine  is 
available  it  is  not  possible  to  determine  whether  changes  in  wine  con- 
sumption were  closely  correlated  with  price  changes,  k/ 


1/  Stat istlcal  Abstract.  1QU6>  p.  ggl. 
2/  Ibid. 


j/  Disposable  income  represents  income  payments  less  personal  taxes. 
Unless  otherwise  noted,  Department  of  Commerce  data  on  income  and 
expenditures  in  this  study  are  those  issued  prior  to  the  revisions 
published  in  "National  Income, •»    Supplement  to  Survey  of  Current 
Business.  July  191^7. 

y  The^maxlmum  imlform  ceiling  prices  established  in  June  iqU?  were  about 
^.90  per   fifth  on  natural  wines  and  $1.30  on  fortified  vines  for 
California  -ines  at  retail  in  eastern  markets,  or  substantially  more 
than  twice  the  minimum  prices  in  Virginia  State  stores  in  1937-1938. 
(Federal  Hegister,  Vol,  ip.  pp    7UUU  et  seq.  Amendment  Ho.  25  to 
Wpxlmum  Price  Hegulatloa  Ho. 


Bisposabla  income,  tax-paid  withdrawals  of  v/ine  and  consumer 

expenditures  for  wine,  -  19^6 


Year 


193U 

1935 
1936 
1937 
193^ 

1939 
19U0 

19U1 
19^ 

19U5 
19I+6 


Disposaible  income  l/ 


:  Percentage 

iUnount    :  change 
(billions) :  from 

:  preceding 
ear 


$  51-0 

56.3 
65.2 

62.9 

67.7 
72.9 

gs.7 
110.6 
12^.6 
137.^ 
139.7 
146,0 


Tax-paid  v/ithdrawals 


sPereentage 

Amount  :  change 
(millions:  from 
of  v/ine  :  preceding 


Consumer  expenditures 


tPercent: 
Amount    :of  dis-:Per  gallon 
(millions):  posahlei    of  v/inc 

: income  :  tax-paid  2/ 


33 

$  81 

lO.k  i 

k6 

39  '/S 

112 

15.8 

€0 

30 

IU5 

6.1 

67 

12 

160 

-9.1 

67 

0 

161 

7.6 

15  ^ 

184 

7.7 

90 

17 

226 

21.7 

102 

13 

283 

au:7 

113 

11 

357 

12.7 

9S 

-  13 

337 

10.3 

9? 

1 

1.7 
^.5 

qU 

iw  i/ 

Un 

6% 

.16  i> 

$  2.U5 

.20 

.22 

.23 

2.39 

.26 

2.i+0 

.27 

2.39 

.31 

2.51 

.32 

2.77 

.32 

3.16 

.27 

•  3.Uii 

.32 

I1.63 

_  U.61 

Treasury  Department,  Division  of  Tax  Research 

Source:    Department  of  Conmerce,  press  release  of  J^ril  30,  19U7  and  Survey 
of  Current  Business,  May  19^.  April  V)^,  Pehruary  19^6  and 
Pebruary  19^7.    Disposable  income  and  consumer  expenditures  are 
from  the  series  pul:lished  prior  to  the  revision  given  in  Supplement 
to  Survey  of  Current  Business,  Jul;/  19^7-    Tax-paid  wltMrawalsi  ' 
Annual  Reports  of  the  Commissioner  of  Intflrnyi  Pa^^^^ 
Disposable  income  represents  income  payments  less  personal  taxes. 
Computed  on  rounded  figures. 

This  figure  may  include  a  substantial  «aiount  representing  additions  to 
dealers*  Inventories  during  this  period.    Tax-paid  vdthdrawals  in  the 
fiscal  year  I9U6  vrere  llU  million  gallons  and  in  the  fiscal  year  13^1^ 
108  million  gallons. 


1/ 
2/ 
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Prices  of  wine  be^^  to  decline  near  the  end  of  the  war  when  the 
price  of  /.-rapes  fell  and  ceilings  were  terminated  early  in  19^ •  Tax- 
paid  withdrawals  in  19^6  increased  "by  about  50  percent  over  19^5  and 
by  about  the  samB  percentar*^  orer  19^ It  is  likely,  howerert  that 
part  of  this  large  increase  represented  a  read  Jus  tTOnt  in  wholesale 
and  retail  inventories.    This  tends  to  be  borne  out  by  the  larf^e  s1ub|> 
which  occurred  in  tax-paid  withdrav/als  in  19^7>  when  they  declined  to 
aboTit  the  19^5  level.    The  averaf;e  of  tax-paid  withdrav/als  for  19U6  and 
1947  was  only  about  30  percent  above  19^0  while  disposable  income  doubled 
during  this  period.    This  represents  a  narked  chan^  from  the  rapid 
expansion  in  deaand  Just  prior  to  the  war,  and  nay  indicate  that 
increased  prices  have  curtailed  oonsuaption  substantially.  Retail 
prices  still  appear  to  be  more  than  50  percent  above  the  prewar  level*  1/ 

C*    Outlook  for  the  industry  * 

Considerable  uncertcdnty  is  involved  in  attempting  to  determine 
what  the  future  level  of  wine  consumption  is  likely  to  be.   Except  for 
19^  the  increases  over  the  hii^  level  reached  in  19^  have  not  been 
lari*^.    Durin.r  the  first  half  of  I9U7  tax-paid  withdrawals  declined  by 

U4  percent  from  the  corresponding-:  period  in  19^  1  "bvt  toward  the  end  of 
the  year  had  recovered  to  about  the  l^kG  level.    In  view  of  the  smaller 
wine  crush  in  the  fall  of  19^7 1  hov/ever,  dealers  may  have  under tal^en 
to  build  -op  their  inventories.    With  continuation  of  high  levels  of 
income  consus^>tion  is  likely  to  be  well  above  the  average  for  the  years 
immediately  precodin,^*  the  war. 

Since  the  close  of  the  v/ar  lar-^c  f liictiiations  in  wine  production 


above  the  19^5  crop.    Prodx^ction  in  the  fall  of  1^7  declined  below  the 
lovol  of  19^1  and  production  from  this  crop  appears  to  be  somewhat  less 
than  the  current  rate  of  tax-paid  withdrawals,    nevertheless,  stocks  are 
now  lar.^r  in  relation  to  withdrawals  than  in  most  of  the  prewar  years. 

In  the  absence  of  crop  limitations,  prodiiction  in  fv.tnrc  years  is 
expected  to  averaf'C  substantially  hifrher  than  the  prewar  level.  G-rapo 
yields  have  increased  and  acrca^  is  slif-^tly  larger. -2/     The  supply 
of  £;rapcs  for  wino  m^y  also  be  increased  l)y  a  reduction  in  the  demand 
for  other  ::rapo  products.    The  outlook  for  escorts  of  raisins 
and  tabic  grapes,  heretofore  an  important  part  of  the  market  for 
these  products  docs  not  appear  to  be  very  favorable.  J^/    Wine  iinports 


1/  Based  on  the  prices  of  less  e3g;)cn8ive  brands  in  Virginia  State 

stores.    (See  Table  3) 
2/  "teapes  and  Grcqpc  Products,"  p.  8»    The  hi{^  yields,  however ^ 

may  not  continue. 

a/  PP*  9-^0  •    This,  however,  docs  not  take  into  account 

possible  exports  under  foroir^n  aid  prorjrams. 


Increased  mibstantlally  under  the  pressure  of  wartime  shortages  l)ut  may 
"be  less  important  irx  the  future,  l/    However,  some  stimulation  of 
iiaports  is  possible  as  the  result  of  the  recent  reductions  in  import 
duties  and  the  currency  revaluation  by  SVance. 

Althou^  gro^ng  concentration  of  production  as  well  as  merchan- 
dising efforts  desi,gned  to  estriblish  markets  on  the  "basis  of  brand 
preference  hpve  developed  in  the  industry,  price  competition  sqppears  to 
be  basically  importpjit.    The  effect  of  price  competition  on  the  industry 
will  depend  to  a  large  degree  on  future  fluctuations  in  tho  svapply  of 
wine.    A  series  of  years  of  unusuelly  large  production,  particulariy 
with  adverse  dmm±  conditions,  ati^t  again  roduco  the  industry  to  tho 
wo£tk  position  which  it  oaporionce*  prior  to  the  v/ar  and  load  to  sevcro 
price  competition. 

V,    Effects  of  the  tax 

A.    On  profits 

It  is  doubtful  whether  tho  increases  in  tax  rates  had  a  very  signifi- 
cojit  effect  on  the  volume  of  vdne  sales  during  the  war.    Supplies  were 
limited  by  restrictions  on  the  use  of  grr'.pcs  for  making  wine.  Although 
ceilings  v/oro  imposed  on  wine  pricos,  the  ceilings  established  sgpparontly 
allowed  pricos  to  rorjch  about  as  hi^  a  lovol  as  consamors  woro  willing 
to  pay«    This  would  indicate  that  pricos  oxelusivo  of  tax  ni^t  havo 
risen  somowhat  more  in  tho  absence  of  tho  tax  increases,  particularly 
in  the  ease  of  fortified  wines  which  vrcrc  in  greater  demand  because  of 
the  shortage  of  distilled  spirits  and  vrhich  experienced  the  largest  tax 
increase.    Nevertheless,  tho  sales  and  profits  of  corporations  in  tho 
vrinc  industry  indicate  that  producers  were  in  a  very  favorable  position. 
Those  data  probably  represent  principally  the  larger  producers,  but  it 
is  likely  that  the  smaller  producers  did  at  loast  as  well.    Tor  1939 
more  than  half  of  the  corporations  filing  income  tax  returns  operated  at 
a  deficit,  while  for  I9U3  and  I9UU  more  than  three-fourths  of  the 
corporations  reported  not  income.    (Table  S)    For  all  corporations,  sales 
had  increased  by  about  25O  percent  f  ron  I939  to  19^  and  tho  mtio  of 
net  income  before  income  taxes  to  sales  rose    from  about  h  percent  to 
about  Ig  percent.    In  19U5  tdio  indastrj'-  o^rlonccd  a  doclinc  in  profits 
from  tho  hi^  level  roa<diod  in  XS^^    Since  wine  is  usurlly  distributed 
in  conjijnction  with  distilled  spirits,  there  are  no  separate  data  show- 
ing profits  of  wine  distributors.    However,  tho  aggregate  profits  of 
liquor  dealers  increased  greatly  duriiig  the  war.  2/ 

The  increases  in  the  tax  rates  on  wine  during  tho  war  woro  relatively 
•  larger  than  the  increase  in  tho  tax  on  "boor  and  gondrnlly  larger  than  the 
increase  in  tho  distilled  spirits  tax.   However,  tho  wine  taxes  before  the 


1/  Ibid.,  p.  11. 

2/  Part  I,  Table  8.  p.  22. 


Wine  pxodaeers: 

income 


of  corporatioa  retume,  ooopiled  receipts,  net 
icit,  and  income  taxes. 


(Dallar  amounts  in  millions) 


^  Total 
'  number 
,  of  returns  , 

Eetums  vith  net  income 

• 
• 

Beturns  irlth  no  net  income 

Iqsx 

\  Ifofliber  : 
of  : 
\  returns  : 

compiled  \ 
receipts  : 

Net 
income 

• 

•  Income 

*  taxes  1/ 

• 

:  IneoBe  : 
:  after  : 

:  taxes  : 

jdnjuboojt 

of 

returns 

•  JPOV&L 

s  compiled 
:  receipts 

• 

:  Deficit 
• 

1938 

169 

66 

$  23.6 

$  .8 

$  .1 

$  -7 

103 

• 

$  8.8 

%  .8 

1939 

158 

26*8 

1.7 

.3 

l.H 

6.2 

.5 

19>K) 

160 

89 

38.1 

2.9 

.9 

2.0 

71 

»».7 

151 

87 

^.1 

2.Jt 

5.0 

.5 

159  ' 

115 

6.3 

3.^ 

2.9 

»».6 

.3 

191^3 

131 

106.2 

16,2 

10.6 

5.5 

23 

1.3 

.2 

19UU 

1^ 

116 

111.6 

21.0 

6.6 

33 

3.2 

.2 

19'I5 

1^7 

95 

112.6 

11.8 

7«l 

52 

^.1 

1^.3 

7reasi2ry  Department,  Division  of  lax  Research 
Source:    Statistics  of  Incomet  Part  2. 
1/    Including  excess-profits  taxes. 


war  wore  much  lower  thrji  the  taxes  on  other  alcoholic  beverages,  "both 
on  the  "basis  of  physical  volunG  and  in  relation  to  price.    In  1S}S  the 
tax  represented  substantially  logs  than  5  poreent  of  the  eastom  retail 
price  of  oost  dcnestie  still  vines.  1/   Tho  fsdoral  tax  now  represents 
al>out  5  percent  of  the  lowest  priced  br^mds  on  wines  of  lower  alcoholic 
content,  "but  ranipes  from  10  to  20  percent  on  fortified  vdnes.  l/ 

!fino  prices  have  increased  "by  much  more  than  tho  amount  of  the 
tax.    The  present  tax  on  still  wines  containing  not  over  ik  percent 
alcohol  is  such  a  small  proportion  of  the  pHce  that  it  cannot  be  con- 
sidered a  soxlous  deterrent  to  sales.    5!he  tax  on  wine  of  ht^er  alcohol 
content  is  a  more  inportant  element  in  price.    Nevertheless,  even  for 
this  class  of  wine  tho  twc  is  so  much  lov/er  than  the  tax  on  distilled 
spirits  that  some  consumers  maj'-  purchase  fortified  winos  as  a  suhstitute 
for  distilled  spirits.    As  tho  result  of  the  profitaJ)lo  war  years  the 
industry  is  in  a  stronger  financial  position  than  it  was  before  tho  war. 
However,  prices  cqppear  to  have  declined  by  more  than  50  percent  since 
the  end  of  the  war.    (Table  6)    ilthough  grape  prices  have  also  declined, 
it  is  probable  that  profits  have  been  reduced  substantially. 

Because  of  the  extreme  fluctuations  to  which  it  is  subject,  the 
industry's  position  night  be  weakened  in  a  relatively  short  time. 
Since  this  would  tend  to  stimulate  price  conpetition  and  distress  sales, 
it  migjit  be  difficult  under  such  conditions  for  the  producers  of  wine 
a&d  the  growers  of  grapes  to  shift  the  tax  forv/ard  to  consumers. 

B.    On  competition 

To  the  extent  that  consumers  would  normally  prefer  wine  to  non- 
alcoholic beverages  the  present  tax  affects  the  competitive  position  of 
the  industry  unfavorably.    However,  the  present  relationship  in  the 
tax  rates  on  alcoholic  bovorc-^os  tends  to  favor  wine  over  beer  njnd 
distilled  spirits.    It  is  not  clear  whether  this  advantage  is  sufficient 
to  result  in  my  substantial  shift  in  consumT)tion  from  the  other 
alcoholic  beverages  to  wine.    It  is  possible  that  relative  prices  may 
not  be  an  importc-^jit  factor  in  consumer  choice  of  alcoholic  beverages. 
!Ehe  existence  of  taxes  on  wine,  however,  favprs  home  production  of  wine. 

1/  Based  on  prices  shown  in  Table  5  relating  to  bottles  containing 
4/5  quart.    The  price  on  larger-sized  containers  is  ustially  sub- 
stantially lower.    The  tax  is  higher  in  relation  .to  the  prices  at 
which  wine  is  sold  on  the  West  Coast.    Moreover,  the  ratio  will 
differ  with  tho  amount  of  taxes  imposed  by  State  and  local  govern- 
mcnts,  or  the  mpount  of  tho  mark-up  made  by  State  nonopolics.  For 
information  on  State  taxes,  sec  Treasury  Pepartucnt  Study,  "Icdoral- 
Stato  Tax  Coordination,"  July  I9I17. 


V 


A  specific  tax  usually  affects  sono  producers  more  adversely  %hm 
others.    Althougji  the  higher  rates  generplly  apply  to  the  more  ex- 
pensive  classes  of  vines,  the  specific  tax  tends  to  affect  imfavorably 
the  producers  of  the  lover-priced  products  in  each  class  of  wine.  Some 
of  the  larger  producers  marliot  their  products  in  different  price  ranges 
and  on  the  whole  are  less  eiffectod  than  the  smaller  producers  nho  may 
sell  their  product  in  hulk  at  low  prices*    ▲  fetf  of  the  smaller 
producers  have  hocn  aible  to  develop  a  maricot  for  higjher-pricod  products 
under  their  om  hrand  names.    The  specific  tax  also  tends  to  benefit 
the  higher-priced  inroortod  wines. 

C.    On  consumers 

Boported  data  on  consumer  expenditures  for  wine  in  relation  to  the 
si 80  of  consumer  incomes  do  not  ajjpoar  to  be  sufficiently  complete  to 
afford  a  reliable  indication  of  the  distribution  of  the  tax  burden,  l/ 
The  present  tax  is  somewhat  lower  in  relation  to  expenditures  for  high- 
priced  wines  than  it  is  for  low-priced  yrincs.    TSro  factors,  however, 
suggest  that  the  tax  home  hy  consumers  may  he  higjicr  in  proportion  to 
income  in  the  upper  income  groups  than  in  the  lower  income  groups. 
?irst,  it  is  likely  that  consumers  in  the  lower  income  groups  may 
satisfy  thoir  demand  for  wine  to,  a  substantial  extent  from  production 
of  wine  in  tho  home,  wMch  may  be  as  largo  as  one-fo\irth  of  total  con- 
suraptioh.    Second,  lower  per  capita  consumption  of  wine  than  of  beer  and 
soft  drinks  may  indicate  that  tho  lover  incono  gro\Q)s  arc  relatively 
less  important  consumers  of  wino. 

Since  wine  is  not  included  in  the  Consimers*  Price  Index  of  the 
Bureau  of  Labor  Statistics,  tho  taxes  on  wine  do  not  affect  the  level 
of  this  Index. 

There  is  no  clear  relationship  between  fluctuations  in  the  con- 
suiriTDtion  of  wine  pud  changes  in  dispoaable  income,    fluctuations  in  the 
consunption  of  wine  wore  generally  iarger  than  corresponding  changes 
in  disposable  incono  prior  to  the  war.    Since  that  tine,  however,  wine 
consuniption  has  not  boon  closely  related  to  changes  in  income.  Further 
experience  is  necessary  to  determine  whether  the  tax  collected  from 
this  source  would  tend  to  fluctuate  more  or  loss  than  changes  in 
disT)osable  incono, 

# 

17  Data  for  I941  expenditures  are  reported  in  Dopfirtnent  of  Labor, 
Fpjnily  Spending  and  Saving  in  Wartime.  Bulletin  ITo.  822,  19^5, 
p.  73,  but  it  is  indicated  that  in  the  survey  consuners  nay  have 
understated  their  expenditures  for  alcoholic  beverages  by  as  nuch 
as  two-thirds.    Expenditures  for  wine  as  reported  were  proportional 
to  the  size  of  tho  family  income  for  incomes  under  $5,000. 
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•    -Ministration  and  compliance 

The  wine  tax  le  collected  ftora  about  9OO  taxpayers,  ^ich  is  larger 
than  the  number  in  either  the  brewing  or  distilling  industries.  The 
Government  supervision  required  in  the  collection  of  the  wine  tax  is 
greater  than  in  the  collection  of  the  tax  on  beer  but  less  extensive 
than  it       for  distilled  spirits.    Nevertheless,  since  the  wine  taxes 
are  much  lower  the  revenue  from  wine  is  not  as  hi^  in  relation  to  the 
cost  of  8\:9ervision  as  the  reveniie  from  the  other  alcoholic  beverages. 
The  enforcement  problems  *^ich  arise  under  the  wine  tax  are  much  less 
serious  than  under  the  distilled  spirits  tax,  but  some  evasion  of  wine 
taxes  occurs  where  wine  produced  ostensibly  for  home  consumption  is  sold. 

Teohnipal  probleaa 
The  principal  teitoical  problems  which  arise  under  this  tax  are: 

1.  The  determination  of  rates  to  be  applied  to 
different  types  of  wines. 

2.  ^^ether  floor  stocks  taxes  should  be  imposed 
or  refunds  made  on  floor  stocks,  if  the  tax 
rates  are  chcmged*  * 

^*    ^^^8  for  different  types  of  wine 

There  are  substantial  differences  in  the  prices  of  different  classes 
of  wines.    Thede  differences  mi^y  account  to  some  extent  for  the 
differentiation  in  tax  rates  which  hes  prevailed  since  1916.  The 
differences  have  changed  from  time  to  time,  but  the  rates  on  still  wines 
have  been  consistently  lower  than  the  rates  on  sparkling  wines  and  still 
wines  of  lower  alcoholic  content  have  been  favored  oyer  those  of  higher 
alcoholic  content.    The  average  prices,  exclusive  of  tax,  for  the  different 
classes  of  wine  show  a  similar  relationship.    However,  there  does  not 
appear  to  have  been  any  clear  effort  to  set  the  tax  rates  in  such  a  way 
that  they  would  bear  the  same  ratio  as  the  prices  for  the  different  classes 
of  wine. 

If  the  tax  rates  were  to  be  made  proportional  to  the  average  prices 
for  the  different  classes  of  wine,  the  present  rates  would  have  to  be 
changed  considerably.    In  Eastern  markets  the  present  retail  price, 
excluding  tax.  appears  to  be  very  little  higher  on  fortified  wines  than 
on  the  lower-alcoholic-content  table  wines.  1/    The  present  tax  ratio 


I 


however,  is  four  to  one,  respectively.    There  may  be  feome  batfis  tot  a 
relatively  higher  tax  rate  on  fortified  wine  because  its  chax'aeteristids 
are  similar  to  certain  distilled  spirits,  particularly  cordials  and 
liqueurs.    Hatural  idnes  are  liaited  more  largely  to  use  as  a  mealtime 
beverage,  from  which  the  term  "table  wine"  derives.    The  higher  rates  on 
sparkling  wines  than  on  still  wines  may  have  "been  influenced  by  the 
former  importance  of  imports  of  sparkling  wines.    At  present  about  SO 
percent  of  sparkling  wine  consufflT>tion  is  si:9>plied  by  domestic  producers. 
The  present  tax  on  sparkling  wines  is  approximately  five  times  as  hi^ 
as  the  tax  on  still  wines,  in  terms  of  physical  volume,  but  for  the  less 
eacpensive  brands  of  each  the  price  is  only  two  or  three  times  as  high. 

B.    Hoor  stocks  taxes  and  refunds 

Since  the  enactment  of  the  ti^xes  on  wine  in  191^,  increases  in  tax 
rates  have  been  accompahied  by  taxes  on  floor  stocks  under  the  Revenue 
Acts  of  1918,  iglfl.  19U2  and  I9U3.    Ho  such  taxes  were  imposed  in 
connection  with  the  rate  increases  in  I91U,  1916.  1917  or  igUo,    If  a 
floor  stocks  tax  is  not  imposed  when  the  tax  rate  is  increased,  there 
is  incentive  to  accumulate  stocks.    Vine  may  be  hold  for  long  periods 
without  deterioration  after  it  has  been  bottled.    Stocks  of  wine  in 
relation  to  consumption  are  not  as  large  as  stocks  of  distilled  spirits 
but  withdrawals  in  anticipation  of  a  tax  increaso  mi^t  approximate  a 
year's  consumption*    fhe  advantage  to  be  gained  from  withdrawing  stocks 
before  the  tax  increase  would  depend  upon  the  size  of  the  increase.  If 
the  increase  were  large,  there  v^ould  be  a  considerable  loss  in  revenue 
and  substantial  windfalls  would  be  obtained  by  producers  and  dealers 
best  able  to  finance  the  tax  payments  involved. 

'liiiiliiiiiiiiiiiii^ 

The  rates  on  wines  have  been  reduced  by  the  Revenue  Act    of  192^ 
and  by  the  Liquor  Tax  Administration  Act  of  1936,  but  in  neither  case 
was  provision  made  for  refunds  on  floor  stocks  tax-paid  at  the  old  rate. 
Because  of  the  prohibition  of  beverage  sales  in  I92S,  only  small  tax- 
paid  stocks  existed  in  connection  with  sales  for  religious  purposes.  In 
1936  the  reduction  was  only  5  cents  per  gallon  on  natural  wines  and  10 
cents  per  gallon  on  fortified  wines.    The  present  law  provides  for 
refunds  on  floor  stocks  to  the  extent  of  the  reduction  in  the  War  Tax 
Bate,  i.e.,  the  amount  by  which  the  rate  was  increased  by  the  Revenue 
Act  of  19^3.  1/    This  is  5  cents  per  gallon  on  natural  wines,  20  cents 
per  gallon  on  fortified  wines  and  5  cents  per  half-pint  on  sparkling 
wines. 


1/  Revenue  Act  of  IQU^.  Sontinn  ^QP.     TIip  TP^^^nA  pr^^.r4o^^r,  ^^^^ 

permanent  by  the  Excise  Tax  Act  of  IQUy. 
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Thd  Is^rtance  of  a  refund  on  floor  stocks  dopende  yspon  the  size 
of  the  tax  reduction  arid  the  condition  of  the  industry  at  the  time  of 
the  reduction,    A  reduction  of  5  or  10  cents  per  gallon  represents 
such  a  small  change  in  terms  of  the  U/5  quart  bottle  usually  soli  at 
retail  that  it  would  not  necessarily  he  reflected  in  lower  retail 
prices  until  after  retail  ta3c-paid  stocks  had  heen  disposed  of<  A 
sahstantially  larger  change  in  tax  mi^t  produce  a  change  ii^  retail 
prices  hefo^e  existing  stocks  were  disposed  of«    detail  dealers*  inven- 
tories of  still  vines  appear  to  represent  about  the  same  iDroportion 
of  sales  as  distilled  spirits.    Their  floor  stocks  reported  in  I9U1  and 
I9U2  amounted  to  about  lU  percent  of  tax-paid  withdrawals  for  the 
respective  years  and  in  I9UU  to  about  17  percent*  (Table  9  )    Stocks  of 
sparkling  wines  are  larger  in  relation  to  sales.  (Table  10 )    In  most 
cases  retailers  do  not  deal  exclusively  in  wines*    Moreover,  vdne  sales 
are  usiially  such  a  smaller  proportion  of  a  retail  liquor  dealer* 3 
business  that  the  lover  mark-up  which  might  result  from  absorbing  a  reduc- 
tion in  wine  taxes  probably  would  not  affect  the  dealer's  total  profits 
^preciably.    In  the  case  of  oroducers  and  distributors  even  a  small 
tax  reduction  would  tend  to  be  reflected  in  lo*»er  prices  on  their 
sales  of  stocks  ta^^paid  at  the  hi^er  rate.    Tax-Daid  stocks  of 
distributors  were  nearly  as  large  as  retailers*  stocks  in  relation  to 
sales  at  the  time  floor  stocks  tax  returns  were  filed  in  iqUl,  lok2 
and  iqUU^  but  producers*  tax-paid  stocks  were  relatively  very  sma^.1. 
(Table  9) 

The  payment  of  refunds  on  floor  stocks  would  involve  about  UOO,000 
returns,  if  all  dealers  filed  claims  for  refund.    Most  of  the  returns 
would  be  filed  by  retailers  from  vrhom  returns  are  not  required  in  the 
collection  of  the  tax.     In  addition  to  the  problem  of  checking  the  large 
number  of  special  returns  and  preparing  refunds,  the  administration  of 
floor  stocks  refunds  would  involve  greater  possibility  of  fraud  than  the 
collection  of  floor  stocks  taxes.    The  problems  couM  be  limited  by 
confining  refunds  to  distributors  and  producers,  who  would  tend  to  be 
more  adversely  affected  than  retailers  if  refxinds  were  not  provided. 
In  case  a  reduction  in  wine  taxes  occurred  at  the  same  time  as  a  reduc- 
tion in  the  tax  on  distilled  spirits,  both  taxes  probably  should  be 
treated  in  the  same  manner.    Most  dealers  in  distilled  spirits  handle 
wine,  althoui^  all  wine  dealers  do  not  sell  distilled  spirits. 
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fable  9 

Still  wines:    Tox-paid  floor  stocks  in  possession  of  producers 
and  dietriljiitors  on  date  of  Isrposition  of  floor  stocks  taxes 

under  Hevenue  Aejte  of  l/ 

( In  thousands  of  vine  gallons) 


Octol^er  1,  :  November  1,  :  April  1, 
!      1941      :      1942        :  Ym 


Stocks 
Hetail  dealers 
^''holesale  dealers* 

including  importers 
^rinemakers,  rectifiers,  etc. 
Other 

Total 

Percent  of  total  held  by: 
Hetail  dealers 
Wholesale  dealers, 

including  importers 
Tfinemakers,  rectifiers,  etc. 
Other 

Total 

Tax-paid  vithdraimls  during  calendar 
year 

Stocks  as  a  percent  of  taz^paid 
vithdranals: 

Betail  dealers 

^olesale  dealers, 

including  importers 
'Tinenakers,  rectifiers,  etc. 
Other 

Total  stocks 


15.627 

12 ,125 
1,203 

1U8 

27.163 

50.2  5t 

.5 

100 .0 
98,422 

13. s 

12.4 

1.2  2/ 
.2  2/ 

27.6 


I5t046 
13.135 

1,085 

2,l44 
31.409 


47.9  ^ 

4i.g 
3.5 

M 
100.0 

110.029 


13-7  ^ 

11.9 
1.0  2/ 

1.9  2/ 
28.5 


15.62« 

13.069 

981 

167 

29.S45 

52.4  56 

43.8 

3.3 
.6 

100.0 
94,036 


16.6 

13.9 
1.1  2/ 

.2  2/ 
31.7 


Treasury  Depcurtiaent,  Bi^sion  of  Tax  Besearch 

Source:  Unpublished  data  of  Alcohol  TaJc  Unit,  Bureau  of  Internal  Hevenue 
1/    Includes  vermouth 

2/   As  percent  of  domestio  vithdramls  only. 
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Table  10 


SparkliQg.  vlaes:    Taj&-paid  floor  stocks  in  possession 
of  producers  and  distributors  on  date  of  imposition 
of  floor  stocks  tans  under  BsTenue  Acts  of  19^1--19^3 

(In  thousands  of  half-pint  units) 


:October  1, 

: November  1,: 

Ajoril  1, 

• 
• 

1941 

iqW* 

Stocks: 

• 

Hetail  dealers 

7,235 

7.223 

11,358 

Wholesale  dealers,  including 

importers 

6,121 

■6,956 

5.52^ 

Vinemakersy  rectifiers,  etc. 

269 

310 

80 

X 

16 

Total 

13.627 

XU,980 

16,97« 

Percent  of  total  held  by: 

Betail  dealers 

53.15^ 

Ue.23t 

66.956 

Wholesale  dealers,  including 

importers 

U6.U 

32.5 

Winemakers,  rectifiers,  etc. 

2.0 

2.1 

.5 

Other 

* 

3.3 

.1 

Total 

100.0 

100.0 

100.0 

Tax-paid  withdrawals  durisg 
calendar  /ear 

• 

20,4S5 

18,355 

29  ,So3 

Stocks  as  a  percent  of  tax-paid 

withdrav/als: 

Retail  dealers 

38.3  3t 

38.3 

Wholesale  dealers,  including 

importers 

30.0 

36.9  , 

18.6 

Winesiakers,  rectifiers,  etc. 

1.5 

l.g  1/ 

.31/ 

Other 

e 

1/ 

2.9  1/ 

.11/ 

Total  stocka 

66.7 

79.»* 

57.3 

Treasury  Department,  Division  of 

Tax  Besearch 

Source:    Unpublished  data  of  Alcohol  Tox  Unit..  Buiraau  of  Internal 


1/  As  percent  of  domestic  withdra'''als  only. 
*    Less  than  .O5  percent. 


PiBT  IT   «  BxciM  fax  on  Beetif led  Spirits  and  ta&ea  1/ 


I.  Description  of  the  tax 

The  tax  8|>r>lie8  generally  to  the  parifying  pt  refining,  or  the 
nixing,  of  distilled  spirits  or  wines.    The  tax  is  payable  in  addition 
to  the gallonnge  taxes  explicable  to  the  production  of  distilled  spirits 
and  wines.    It  is  levied  on  the  basis  of  the  proof  gallon.  2/ 

The  principal  exemptions  provided  under  the  tax  are: 

1.  0in  produced  by  the  redistillation  of  neutral 
q^^irits  over  juniper  berries  ox  other  aromatic^. 

2.  Cordials  and  liqueurs  made  fron  ^irits  and  fortified  wine. 

3«    -'ines  which  are  mixed  or  blended  solely  for  the 
purpose  of  perfecting  them  according  to  connercial 
standards  • 

k.   Blends  of  straight  whiskies  aged  for  not  less  than 
four  years  or  brandies  aged  for  not  less  than  two 
years.  ±/ 

5.    The  extraction  of  water  from  hi^-proof  spirits  to 
produce  absolute  alcohol. 

The  tax  is  paid  by  purchasing  stamps  to  be  affixed  to  the  packages 
of  products  rectified  and  is  payable  upon  removal  of  the  product  from 
the  rectifying  process. 

II.  Ghanges  in  tax  rate 

The  rectification  tax  was  first  Imposed  by  the  Revenue  Act  of  1917, 
at  the  rate  of  15  cents  per  proof  gallon,  effective  November  2,  I917. 
The  rate  was  increased  to  30  cents  per  proof  gfdlon  by  the  Revenue  Act 
of  1918,  effective  February  25.  1919.  and  has  not  been  changed  since. 


1/  In  addition  to  the  excise  tax  certain  special  taxes  aro  iinposed 
on  roetiflers,  liut  those  are  not  considered  in  this  analysis. 

2/  The  proof  gallon  or  gallon  of  proof  spirits  is  one  "which  contains 
one-half  its  volume  of  alcohol  of  a  specific  gravity  of  ...  (.7939) 
at  sixty  degrees  Fahrenheit"  (internal  Revenue  Code.  Section  2609) . 

}J  Provided  the  product  is  not  reduced  below  90  proof  and  no  coloring, 
flavoring  matter  or  substance  other  than  pure  water  is  added. 


m»    Rcvenuo  collections,  1936-19^7 

Collections  from  this  tax  are  small  conipared  with  the  rovonuo 
frcHD  the  taxes  on  the  production  of  distillod  ^irits  and  l>oor.  How- 
over,  for  the  fiscal  year  I9U7  the  yield  of  the  rectification  tax  was 
nearly  as  largo  as  the  revenue  from  wine  taxes. 


Exscisa  tax  collections,  fiscal  years  I936-I9U7 

( In  millions) 


Fiscal  year  ] 

• 

Colloetlons  ' 

•  • 

•  Fiscal  year  * 

•  • 

Colloetlons 

1936 

,  $  7.9 

$  17.2 

1937 

11.0 

.  l9'+3 

;     18. g 

1938 

10.  g 

19W 

I8.9 

1939 

10.7 

19U5 

32.5 

19^ 

11*9 

19U6 

U1.9 

19U1 

13.5 

19»^7 

^3-5 

17.    Bconomic  "background  of  the  industry 

laHin^t  constitutes  rectification  is  dctormined  by  a  number  of 
technical  tests,  but  in  /general  it  consists  of  chrmging  the  composition 
raid  chpxactcr  of  the  products.  1^/    In  the  fiscrJ  year  15^7  nearly  QO 
percent  of  the  products  produced  by  taxable  rectification  processes 
consisted  of  whisky.    (Table  l)    liost  rectified  whisky  is  produced  by 
mixing  unnged  spirits  with  aged  whisky  to  obtain  a  blended  whislqr  or 
spirit  blend.    A  smrJLl  part  consists  of  mixing  different  whiskies  that 
cannot  be  blended  free  of  the  rectification  tax.    The  principal  remaining 
rectified  products  are  gin,  cordials,  liqueurs  and  brandy.  Although 
the  law  provides  for  exemption  of  distilled  gin  from  the  rectification 
tax,  a  considerable  amount  of  gin  is  prodxicod  by  other  processes  to 
which  the  tax  implies. 

Prior  to  prohibition  as  much  as  two-thirds  of  the  tnx-poid  distillod 
spirits  produced  in  this  country  were  rectified.    (Table  2)    In  the  early 

1/  The  Internal  Rovonuo  Code.  Section  325^(g)  Drovldos;   ^'Svcxy  person 
who  roetifios,  purifies,  or  refines  distilled  spirits  or  wines  by 
any  process  other  thnu  by  original  and  continuous  distilla,tion  from 
mash,  v/ort  or  wash,  through  continuous  closed  vessels  r.nd  pipes, 
until  the  manufacture  thereof  is  complete  — — -  shall  be  regarded  as 
a  rectifier   


Kble  1 

Prodaction  of  rectified  spirits  and 
wlne«  1)7  typest  f  local  years  1936  -  1947 

(fhou«a»di  of  proof  gallon*  i/) 


s  : 

• 
• 

Cordials 

• 
• 

J  Other  ^ 

Fiscal  I 

fotal 

:  Vhltlgr  i 

Gin  1 

and 

:  Brandy 

year  ; 
• 

i  I 

• 

• 

liqueurs 

• 

• 

1936 

.  32,449 

21,727 

6,767 

3,118 

93 

744 

1937 

44,311 

31 , 587 

8,146 

3,813 

79 

684 

1938 

43»56# 

32, 676  • 

7,664 

2,722 

34 

465 

1939 

43,4C1 

33,593 

7,232 

2,193 

58 

326 

1940 

47,657 

37,977 

6,866 

2,438  \ 

74 

301 

1941 

54 1 150 

44,317 

6,765 

2,542' 

185 

349 

1942 

67.771 

55,962 

7,598 

3,228 

366 

617 

1943 

70,125 

60,795 

2,965 

3,966 

1,362 

1,038 

1944 

67,686 

57,862 

898 

3,985 

1,515 

3,425 

1945 

118,863 

101,645 

7,058 

6,687 

1,677 

1,796 

1946 

150,879 

124,727 

11,498 

11,309 

1,942 

1,403 

1947 

148,560 

130,701 

10,647 

4,546 

1,678 

l,t89 

Treasury  BepartBient,  BlTisien  of  O^ax  Research 

Sources    Annual  Report  cf  th,         1.  ioner  of  Internal  Reireme,  fiscal  year 
1947,  p.  179. 

]J  The  proof  gallon  or  gallon  of  proof  spirits  is  one  "which  contains  one- 
half  its  vol\iire  of  alcohol  of  a  specific  gravity  of         (.7939)  at 
sixty  degrees  iWirex^eit"  (internal  Revenge  Code,  Section  2809)* 

2/  Incltides  run,  vine  and  a  nuad^er  of  viscellaBeoua  products* 
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Table  2 


Domestic  distilled  spirits:    Tax-paid  withdrawals  and 
amount  used  for  rectif icatloii»  fiscal  yoaro  1913-^1916,  and  1935-*1947 


Fiscal 
yeax 


1912 
1913 
1914 
1916 
1916 
1917 
1S18 

1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 


TaX'-paid         I        Used  for 
vithdravals  l/    t    rectification  2/ 
^  > — ^Thnunandfl  of  tRx  ^Allpna  Zf) 


Percent  of 
withdrawals 
rectified  4/ 


135,544 

92,014 

67»9 

142, 895 

94,174 

66.9 

136 1 841 

91,810 

66.1 

123,861 

78,619 

63*5 

135,856 

83,999 

61.8 

164,292 

99,050' 

60.3 

90 1 068 

49,781 

65.3 

75,074 

23,669 

31.5 

100,383 

32,817 

32.7 

120, Oil 

46, 249 

37.7 

114,926 

43,988 

38.3 

114,678 

43, 683 

38.1 

128,326 

47,581 

37.1 

130,552 

54,509 

41.8 

144,208 

68,021 

47*2 

136,837 

71 , 021 

51.9 

90,464 

57,641 

63.7 

142,331 

110,364 

77.5 

178  .131 

147,450 

82.8 

173,505 

146,679 

84.5 

^easury  Department,  Divigion  of  Tax  Hesearoh 


Source:    Annual  R-Dorts  of  tho  Ocmmiscionor  of  Ri^^n^n/.. 

1/  Includes  tax-paid  alcohol  usod  for  non-b'^vora^  purposr^s,  not  rcpoHod 
separately.    Tho  amount  so  usod  has  probably  boon  bctvoon  five  and  scvon 
million  proof  gallons  since  1935. 

5/  Includes  Imported  spirits  for  the  y.^ars  prior  to  1944,  not  reported 

separately.    It  is  brlinved  that  tho  amount  of  imports  included  in  those 
years,  howpv-r,  was  relatively  small  compared  with  amounts  oxcludqd  for 
the  years  1944-1947. 

3/  A  tax  gallon  for  spirits  of  IOC  proof  or  over  is  equivalent  to  tho  proof 
gallon^    loT  spirits  of  less  than  100  proof  the  tax  gallon  is  cq.iivalont 
to  tho  vino  gallon.    Spirits  usod  for  rectification  for  tho  years  1935- 
1947  arc  rrTortnd  in  proof  gallons.    Tho  proof  gallon  or  gallon  of  proof 
spirits  is  one  "i^'hich  contains  on.--half  its  volume  of  alcohol  of  a 
specific  gravity  of  ...  (.7939)  at  sixty  degrees  JTahronheit . « 

4/  Computed  on  unrounded  figures* 


1 
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years  following  repeal  the  proportion  was  only  aJbout  one-third.  The 
proportion  increased  somewhat  prior  to  the  war  but  during  the  war  the 
production  of  rectified  whial^y  tfae  greatly  itiiBUlated  by  the  limita- 
tions on  the  production  of  whisky*    In  the  fiscal  year  10U7  the  pro- 
portion of  distilled  spirits  rectified  reached  a  Deak  of  nearly  85 
percent.    (Table  2)  .  ^ 

The  noimber  of  rectifiers  is  larger  than  the  nmber  of  distillers 
producing  spirits  from  grain.    However,  the  number  now  is  much  smaller 
than  it  was  prior  to  prohibition  and  there  was  a  decrease  of  ^K)  per- 
cent between  ISJk  and  1$^.  1/    Siortiy  after  the  resumotion  of  legal 
sale  of  beverage  spirits  all  of  the  largest  distillers  engaged  in  ° 
rectification.    Many  of  the  smaller  distillers  do  not  operate 
rectification  plants.    In  the  fiscal  year  19U7  the  four  largest  dis- 
tillers accounted  for  nearly  80  percent  of  the  rectified  whisky  bottled.  2/ 

The  future  importance  of  rectification  is  difficult  to  predict. 
The  predominant  sale  of  whisky  blends  since  the  early  war  years  may 
tend  to  have  a  lasting  effect  on  consumer  tastes.    Prior  to  about  igUo 

stocks  of  ^year  old  whisky  were  limited  a  considerable  rjnount 
of  whisky  less  than  four  years  old  vras  marketed  as  strai^t  whisky. 
The  availability  of  aged  vrhislcy  tends  co  result  in  larger  sales  of 
blended  \^isky  because  by  using  a  substantial  proportion  of  tinagod 
spirits  the  blended  pi-oduct  can  be  sold  at  a  price  substantially  below 
the  price  of  stral^t  whisky  iMch  has  been  aged  two  or  three  years. 
Consequently,  significant  changes  in  the  supvly  of  oged  whisky  arc  likely 
to  rosult  in  changes  in  the  proportion  of  whisky  rectified. 

V.    Effects  of  the  tax 

The  present  rectification  tax  of  30  cents  per  proof  gallon  is  only 
a  little  more  than  3  percent  of  the  present  tax  of  $9  per  proof  gallon*^ 
on  the  production  of  distilled  spirits.    The  rectification  tax  is  a 
still  smaller  percentage  of  the  retail  price  of  rectified  spirits.  Under 
the  present  ratio  between  the  rectification  trjc  md  the  production  tax 
it  is  doubtful  whether  the  sale  of  rectified  products  is  affected 
appreciably  commrcd  with  non-roctifiod  products.    Under  the  prewar  ratio»_ 
when  the  rectification  tax  was  about  15  percent  of  the  production  tax. 
tho  production  of  rectified  spirits  may  hare  been  restricted  to  some 
extent  by  the  tax. 


IT  Annnal  Ropcrta  of  thn  r.nmini  ssionor  of  Internal  Ecvonuo . 

2/    TJhpablishcd  data  of  tho  Bureau  of  Internal  Revonuo. 

1/  The  ratio  of  rectified  gin  (taxable)  to  distilled  gin  (tai-exenpt) 
is  now  somewhat  higher  than  it  was  prior  to  JV1I7  1,  ISkO  yhen  the 
tax  on  distilled  qjirits  was  $2.25  per  proof  gallon.    The  relative 
increase  in  rectified  gin,  however,  may  he  due  to  other  factors. 
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Thel  impos^tlan  of  a  tax  on  roctification  tends  to  reduce  the  relative 
price  difference  between  the  lover  and  the  higher  priced  distilled  spirits. 
Hpst  %dxi8ky  stibject  to  the  rectification  tax  is  lower  priced  because  of 
the  large  proportion  of  low  cost  imaged  spirits.    The  rectification  tax 
hy  falling  more  heavily  on  the  lower  priced  products  adds  to  the  regressive 
effect  of  the  production  tax  on  distilled  spirits,  which  is  inqposed  on  a 
specific  hasis.  l/    From  the  point  of  view  of  the  consumer,  it  would  he 
more  equitable,  in  the  ease  of  i^isky,  to  place  the  tax  on  the  non-rectified 
product,    fhe  considerations  t<hich  led  to  the  taxation  of  rectified  spirits 
axienot  apparent  from  the  hearings  and  reports  at  the  time  the  tax  was 
enacted.  2/ 

If  the  rectification  tax  causes  a  shift  in  consumption  away  from 
rectified  products,  it  affects  some  groups  in  the  industry  more  than  others. 
At  the  present  time  almost  all  (over      percent)  of  the  whisky  sold  hy  the 
larger  companies  is  rectified.    About  70  percent  of  the  production  of  the 
remaining  companies  is  rectified,  hut  a  number  of  the  smaller  companies 
produce  no  rectified  products, 

A  rectification  tax  also  involves  a  certain  amount  of  discrimination 
in  horderline  cases.    An  insubstantial  difference  may  determine  whether 
the  tax  agpplies  or  not,    IChis  is  illustrated  hy  the  dividing  lines  on  age 
and  proof  provided  under  the  law  with  respect  to  orandy  and  whisky.  More- 
over, the  addition  of  a  slight  anoiint  of  coloring  would  make  the  product 
taxable,  although  it  nay  not  be  siifficient  to  affect  the  designation  of 
the  class  and  type  of  product  under  provisions  of  the  Federal  Alcohol 
Administration  Act.    There  are  also  differences  in  the  treatmciit  of  wine 
products  according  to  the  process  used, 

TI.    Administration  and  compliance 

Certain  problems  arise  in  the  administration  of  the  rectification  tax. 
Most  of  the  vfork  involved  at  present  in  the  supervision  of  rectification 
plants,  however,  would  continue  in  the  absence  of  a  rectification  tax. 
This  supervision  is  nccossoj:y  to  protect  the  revenue  from  the  basic  produc- 
tion tax.    Similar  supervision  is  required  at  tax-paid  bottling  houses, 
where  spirits  are  bottled  without  rectification.    !Eho  principal  problems 
created  hy  the  rectification  tax,  both  for  taxpayers  and  the  Bureau,  relate 
to  tho  determination  of  whether  a  process  is  taxable  or  not.  Ta:cpayers 
must  submit  information  regarding  their  formulae  and  processes  to  the  Bureau 
of  Internal  Revenue  and  Torovide  s'jQDT)lnTnental  information  when  eny  change  is 
made.    The  Bureau  has  to  review  this  information  and  in  some  casos  mako 
chemical  tests  in  ordor  to  pass  upon  the  taxability  of  the  process. 

1/  See  p.  2^  supra.  ^    '  ^ 

£/  It  mf^y  be  assumed  that  revenue  considerations  were  of  some  importance, 
the  jricld  of  the  proposed  tax  of  15  cents  per  gallon  boing  estimated  at 
from  $5  to  $Ti  million.  (House  of  Hcpresentativcs,  Report  Ho.  U5,  65th 
Cong.,  1st  Soss.,  p.  55,  and  Sonr^.te  RoT>ort  llo.  IO3,  p.  70.)    In^tho  hear- 
ings the  tax  was  strongly  opposed  Dy  some  maahors  of  tho  industry.  (Hear- 
ings and  Briefs  before  the  Committee  on  ?in.-xnco  on  E.P..  U2gO,  65th  Cong., 
let  Sees.,  p.  93J  In  the  hearings  on  tho  Eevenue  Act  of  I9I0,  a  member  of 
the  industry  indicated  that  a  rectification  tax  had  boon  suggested  in  the 
past  to  cover  tho  cost  of  smorvision  by  the  Bureau  of  Internal  Revcnuo, 
but  that  since  then  all  gauging  and  stamping  at  rectifying  houses  had  heen 
transferred  to  the  rectifiers.  (Briefs  rjid  Statements  filed  with  tho 
Conaittec  on  finance  on  H.Il.  Ib7&3,  64th  Uong>.  1st  Sees,,  pp.  17q--182 .) 


PART  V        Compfi^isoh  of  Taxes  on  Alcoholic  Beverages  in 

the  tiaited  States,  Canada  and  United  Kingdom 


Limitation  on  eoBaparis<yns 

International  comparisons  of  excise  taxes  present  niimerous 
difficulties*    The  form  in  which  the  taxes  are  imposed  may  not  he 
the  same  for  each  country,  the  products  taxed  ma^  not  be  strictly 
comparable  t  while  differences  in  internal  prices  and  consunrption 
patterns  jMreTeht  aa  accurate  indication  of  the  relative  burden  of 
the  taxes  compared.    In  general »  the  taxes  in  the  three  countries 
applicable  to  alcoholic  beverages  are  imposed  on  the  finished 
product.    In  some  instances,  however,  it  has  been  necessary  to 
derive  the  tax  for  the  finished  product  from  the  tax  imposed  on 
materials  used  in  order  to  place  '^e  taxes  of  the  three  countries 
on  a  comparable  basis*    Where  there  are  a  number  of  rates  of  tax 
reflecting  minor  variations  in  the  products,  conq^isons  have  been 
limited  to  the  principal  classes  of  products. 

With  these  limitations  the  comparisons  presented  below  can  be 
used  as  an  approximation  of  the  taxes  imposed  on  alcoholic  beverages 
by  the  central  governments  in  the  three  countries.    Customs  duties 
have  not  been  considered  exceot  where  a  substantial  portion  of 
the  product  consumed  is  imported.    The  comparisons  presented  do 
not  take  into  account  State  excises  ??nd  sales  taxes  in  the  United 
States  ,   Provincial  sales  and  excise  taxes  in  Canada,  the  Canadian 
Dominion  manufacturers*  sales  tax  of  8  percent,  and  the  British 
Purchase  Tax.    No  attempt  has  been  made  to  compute  tho  burden  of 
occupational  taxes  or  license  fees  on  prpducors  and  distributors. 
Conversion  of  foreign  taxes  to  I&itod  States  dollars  has  been  made 
on  the  basis  of  official  rates  of  exchange,  l/ 

II*    Troes  of  taxes  leviod  on  alcoholic  beverages 
A.  Canada 

The  Canadian  excises  on  alcoholic  beverages,  as  in  the  Uhited  States, 
are  imposed  at  specific  rates  without  reference  to  the  price  of  the 
products.    However,  in  the  case  of  "beer  two  different  methods  of 
taxation  are  employed  depending  upon  the  materials  used.    With  this 
exception  the  statutoxy  rates  are  con^arable  with  those  in  the 
Tbited  States.    The  present  rates  are  as  followsl 

1/  The  official  rate  on  the  British  pound  is  $U.03,  but  for  convenience 
conversion  is  made  on  basis  of  an  even  $U.OO.    Since  the  official 
rate  of  exchange  on  the  Canadian  dollar  is  at  par  no  conversion  is 
necessaxy  in  this  ease* 


Aaomt  of  f ftx  a/ 


In  Oanadian   In  lilted  States 

units  units  \>/ 


Distilled  spirits  (proof  gallon) 


General  rate 


$  11,00 
9.00 


$  8.03 
6.57 


Canadian  brandy 


Beer 

Iraned  in  whole  or  in  part  fron  any 

tnibstance  other  than  malt  (gallon) 
Malt  (poTind) 
Malt  syrup  ^  (pound) 


.U5 
.16 

.2U 


.37 
•16 


Vine  (gallcm) 
Still  vine  containing  not  mre 
than  M(fi  proof 
Sparkling  vine 


.50 
2.50 


•  U2 
2*08 


Sources:    Distilled  spirits  and  beer:  7  George  VI,  chapter  9,  An. 

Act  to  Amend  the  Szcite  Act,  I93U,  Sec.  ^1  and  p»  97« 
Vine:  Xxeise  Tax  Act,  I9U7,  Sec*  83(a)  and  (ir). 
a/  Ibder  Canadian  lav,  distilled  spirits  and  heer  are  subject  to 

excise  duty,"  while  vrine  is  subject  to  "excise  tax." 
b/  The  United  States  proof  gallon  is  equivalent  to  #73  Canadian 
proof  gallon.    The  United  States  gallon  for  vine  and  beer  is 
equivalent  to  •853  Canadian  gallon*    Zhe  Canadian  dollar  has 
been  converted  at  par. 
c/  The  rate  on  imported  malt  synqp  is  Uo  cents  per  pound* 

Since  the  Canadian  excise  on  spirits  varies  with  the  proof  of 
the  product,  it  may  be  compared  with  the  Uhited  States  tai  after  allov^ 
ance  for  the  differences  in  the  content  of  a  gallon  and  the  standard 
of  proof.  1/    The  general  rate  is  probably  fairly  representative  of 
the  tax  paid,  as  Canadian  brandy  constitutes  only  a  small  proportion  of 
the  sfpirits  consumed,  g/ 

Beer  produced  from  grpin  and  malt  in  Canada  appears  to  be  coraDarable 
with  the  beer  generally  produced  in  the  Iftiited  States.    However »  the 
excise  on  this  type  of  beer  is  higher  than  on  beer  produced  from  malt  or 
malt  syrup  without  other  grain  materials*    The  most  common  typo  of  beer 

1/  The  Canadian  standard  proof  is  57«1  percent  alcohol  by  volume  comoared 

with  50  percent  in  the  United  States^ 
g/  Distilled  spirits  uaed  for  non-beverage  purpo«e«  in  Canada  are 

taxed  at  rates  ranging  from  I5  cents  to  |l*50  per  Canadian  proof 

gallont  11  cents  to  $1,10  yer  Xfaited  States  proof  gallon,  depending 

i^n  the  purposes  for  idiich  they  are  used. 


-96- 


in  Canada  appears  to  be  that  produced  from  malt  ?lone,  utilizing 
the  equivalent  of  1.75  pounds  of  malt  per  United  States  gallon,  l/ 
On  such  "beer  the  excise  would  be  28  cents  per  United  States  gallon 
or  $6 ,68  per  l)arrel  of  31  galloat. 

^  lEhe  Canadian  eiccise  on  still  vine  is  the  same  rate  for 
different  degrees  of  alcoholic  content.    The  maximum  strength  to 
vhich  a  wine  may  be  fortified  is  Uo  degrees  Cpjiadian  proof  spirit.  Zj 
This  is  eqiaivalent  to  22.8  percent  alcohol  by  volume,  or  slightly 
higher  than  the  alcoholic  content  of  most  of  the  fortified  vine 
consumed  in  the  United  States. 

The  Canadian  tax  on  sparkline  vine  makes  no  differentiation 
betveen  artificially  carbonated  and  natural  wine. 

B.    United  Kingdom 

As  in  the  IMited  States  and  Canada,  the  British  taxes  are 
iB|>osed  at  specific  rates  vithout  reference  to  the  price  of  the 
products.    On  spirits  and  beor  the  taxes  are  shown  only  for 
domestic  products,  vMch  ropresont  most  of  the  consumption.  ^ 
Customs  duties  on  imported  spirits  and  beer  differ  depending  upon 
the  origin  and  the  tyoo  of  product.    Since  the  consumption  of  vino 
in  oach  of  the  throe  categories,  domestic,  Smpire  and  non-Snpire, 
is  substantial,  hovovor,  tho  rates  oro  latovn  for  each  of  those 
products,  hj    Tho  rates  on  the  principal  t^'pes  of  alcoholic 
boTcragos  consumed  in  the  United  Kingdom  arc  shov/n  below,  on  the 
basis  of  the  new  rates  announced  by  the  Chancellor  of  the  Exchequer 
on  April  6,  19^8.    ^Tiilo  in  most  cases  the  rates^woro  increased, 
lower  rates  wcro  provided  on  some  imported  vinos  in  accordnnco  vith 
tho  Goncva  trade  ogroemonts. 


l/  Based  on  information  received  from  the  Commissioner  of  Excise 

in  February  19^3-  proportion  may  havo  changed  sinco  that 

time. 

2/  Circular  Ho.  22(M;,  2nd  Hcvision,  September  s,  1938. 
2/  ^.  Hndlay  Shirras  and  L.  Host  as,  Tho  Burden  of  British  Taxation, 
Caafcridgo,  I0U3,  pp.  lUU,  1U5. 

y  Ibid.,  p.  Ito. 


1 


ABonnt  of  tax 


United  States 
Imperial  ^lon        gallon  a/ 
1        8  d 

Pistillod  spiritg,  including  cordials     -       -  - 

and  liqucmrs  (preof  gallon)  10      10      10         $  JO,  78 

Boor  ]b/ 

1/orts  of  a  apecific  gravity 


of  10270  or  I088 

0 

1% 

0 

Sach  additional  dogroo  over  1027 

0 

0 

z 

.03 

Still  vines 

i;omostic 

Not  oxoooding  27^  proof 

I 

2 

6 

3.75 

Sxceodinjc  27^  proof 

1 

10 

6 

^  •  V/O 

Imported,  Biroiro  products 

Not  oxccoding  27°  proof 

1 

>  3 

0 

3. S3 

Exceeding  27^  proof  nnd  not 

oicooding  42^  proof 

2 

0 

0 

6.66 

for  every  dogroo  or  fraction 

thereof  aboiro  Us^ 

0 

3 

U 

.56 

Bottled,  additionn.1  duty 

0 

1 

6 

.25 

Imported,  non-Empire  products 

Not  exceeding  25°  proof 

1 

5 

0 

1*.17 

Exceeding  25°  and  not  cxcoodlng 

U2°  proof 

2 

10 

0 

8.33 

Por  every  degree  or  fraction 

thereof  above 

0 

2 

.6S 

Bottled,  additional  duty 

0 

2 

6 

Sparkling  winos  c/ 

Domestic 

1 

8 

6 

U.75 

Imported,  Empire  products 

1 

15 

6 

5.91 

iBiportod,  non^Sn^iro  products 

1 

17 

6 

6.25. 

Source:    yinancial  Statement,  (19US-49) 

a/  Tho  IJaitod  States  wino  gallon  is  oqaivalont  to  .833  Imperial  gallon 
and  the  United  States  proof  gallon  is  equivalent  to  .73  Imperial 
proof  gallon.    British  currency  converted  to  dollars  on  the  "basis 
of  $U  to  the  Pound. 

h/  The  duty  is  imposed  on  tho  basis  of  a  barrel  of  36  Imperial  gallons. 

cj  The  duty  on  sparkling  %dno  is  the  sum  of  the  duty  on  still  wlno  and 
an  additional  duty  for  sparkling  win©.    For  convenience  tho  two 
duties  have  boon  combined.    It  is  assumed  that  the  duty  on  still 
wine  of  lowor  alcohol  content  is  (applicable  to  sparkling  wine. 
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The  standard  rate  on  dooostlc  dlilt^Lllod  spilritg  l6  ^plieablo  to 
«pirlt8  which  have  l)oon  warohoasod  for  not  loss  than  3  yoars.  Innature 
spirits  arc  sabjoct  to  an  additional  duty.  1/  It  has  "been  assuncd  that 
nost  of  the  spirits  consumed  have  heen  a^cd  for  3  years  or  nore.  Since 
the  excise  vp,ries  i-rith  the  proof  of  the  spirits  it  noy  "bo  conparod  with 
the  United  States  and  Canadian  taxos  by  nhking  the  necessary,  allowance 
for  difforoncos  in  tho  contont  of  tho  gallon  and  tho  standard  of  proof.  2/ 

Inasmch  as  tho  tax  on  boor  varies  with  tho  specific  gravity  of 
tho  worts,  2/        rate  would  depend  on  the  character  of  beer  selected 
for  conparison.    Apparently  the  v/orts  used  in  beer  consuned  in  the 
United  States  have  a  higher  specific  gravity  on  the  average  than  tho 
British.    For  the  t:T>ical  United  States  boor  the  specific  gravity  of 
the  worts  would  bo  about  1055  dogroos.    for  such  boor  tho  British,  tax 
would  be  $1.69  por  Ifeited  States  gallon,  or  $52.29  por  barrel  of  31 
United  States  gallons.    However,  tho  r.voragc  gravity  of  boor  constined  - 
in  the  Uhitod  Eingdon  in  ig^O-igHl  was  1038  degrees,  h/    The  tax  on 
such  beer  \iould,  be  $1.17  per  United  States  gallon  or  I36.I3  per  orxrel 
of  31  gr'^llons.    Since  it  ap^er^rs  to  bo  representative  of  tho  tax  paid  in 
tho  United  Kingdon  it  probably  should  be  used  for  cocparative  puzposos. 

On  tho  basis  of  prewar  inforr.wtion  about  50  percent  of  tho  wino 
consuood  in  the  United  Kir-gdon  was  obtained  from  non-Enpirc  sources  and 
tho  balance  about  equally  fron  Enpire  and  donestic  production.  5/ 


1/  Thirty-Eifihth  Report  of  tho  Comissionors  of  His  MajestyU  Custons 
and  Excise  for  tho  year  ondod  31st  March  19^7«  DP*  36.  31.  I-Jhere 
duty-paid  spirits  have  boon  used  in  the  nanufacturo  of  recognized 
nodical  preparations  or  for  scientific  purposes,  repc?ynent  is  rllowcd 
under  Section  k  of  the  Pin.ancc  Act,  191^,  of  any  duty  paid  in  excess 
of  that  in  force  before  19I8,  when  the  hp.sic  rate  was  iks.  9d.  per 
proof  gallon,    A  corresponding  reduction  of  duty  is  nado  in  respect 
of  spirits  contained  in  inportod  nodical  preparations.  Bonostieally 
produced  spirits  used  for  industrial  or  scientific  purposes,  or  for 
donostie  heating,  cleaning,  etc.,  arc  generally  oxonptod  fron  duty, 
while  inported  spirits  used  for  such  purposes  in  sonc  instances  are 
subject  to  a  sn^ll  custons  duty. 
2/  The  British  st-^r.dard  of  proof  is  57.1  percent  alcohol  by  volune 
conpared  with  50  percent  in  the  United  States. 
/  Tho  wort  is  the  liquid  obtainod  after  tho  grain  has  been  converted 
to  starch  but  before  fomentation  of  tho  nash.    It  is  assuned  that 
approxinatoly  one  gallon  of  boor  is  obtained  fron  a  gallon  of  worts. 
y  Shirras  and  Rostas,  o£.  cit.,  p.  Ilk. 
5/  Report  of  the  Comissionors,  op.  cit»,  pp., 57-66. 
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However,  it  apr^ears  that  the  proportions  were  not  the  same  for  the 
different  classes  of  vrine.    Information  on  domestic  still  v/ine  is 
not  available  according  to  alcoholic  content.    Most  of  the  inrported 
still  wine  of  the  iQwest  alcoholic  content  was  obtained  fron  non- 
^Bipire  sources.    An  average  of  the  domes  tie  and  noa-Smpire  rates 
for  these  products,  or  $3.96  per  U.  S,  wine  gr^llon.  is  assumed 
to  be  representative  of  the  tax  on  this  class  of  v/ine.  l/    In  the 
case  of  sv/eet  or  fortified  vrino  it  appears  that  about  two-thirds 
of  the  icrports  v/as  non-Zmpire  and  t-io  bal.nnce  Eiapirc.    On  tho 
basis  of  these  proportions  tho  average  tax  would  bo  $7.77  per 
IT.  S.  vfine  gallon  for  this  class  of  wine.    Since  iaroorts  of  etiU 
wine  in  bottles  are  relatively  small,  tho  rate  for  bulk  imports 
is  used. 

As  in  the  United  States,  sparkling  vine  represents  a  vcr^r 
smrll  part  of  total  ^-ine  cons^jnn:)tion  in  tho  United  Kingdom.  Since 
most  of  it  is  imported  from  non-x3npire  sources,  the  full  rato  of 
$6.25  per  U.  S,  wine  gallon  is  used. 

CoP^Pg^-rison  of  taxes  for  solcctod  products 

Tho  comDarisohs  bolovr  arc  pres.  ntcd  on  the  basis  of  the 
typic?.l  package  size  retailed  in  the  United  States.    In  general, 
the  amount  of  tax  varies  ifith  the  size  of  the  unit  and  can  bo 
converted  diroctly  to  other  size  units,    lor  distilled  spirits 
and  still  wine,  wlioro  the  amount  of  tax  doT)ends  upon  the  alcoholic 
content  of  tho  product,  tho  comparison  is  shovm  on  the  basis  of 
tho  proportion  of  alcohol  representative  of  the  products  retailed 
in  the  United  States. 

The  comparative  taxes  imposed  on  each  of  tho  principal  typos 
of  ^^Icoholic  bovorages  by  tho  throe  countries  arc  as  f ollowe: 


1/   !Eho  upper  limit  of  alcoholic  content  for  this  class  of  wine 
is  sli^tly  higihor  than  the  uppor  limit  in  the  United  States. 


IjOO 


Distillod  spirits  -  k/3  qiuirt 
85  proof 


Boer  -  12-ouncG  "bottlo 

Still  wino  -  k/^  qTiart 
iklcoholic  content  of  12^ 
Alcoholic  content  of  2Cy> 


Sppjrkling  vdno  -  V5  quaxt 
Artificially  carbonated 


Amount  of  tax 


United 
States 


Canad 


United 

iringdom 


$  1.58  a/    $  1,37        $  5-23 


11. o4 


3^ 

12 


8 


794 
$  1.55 


60^  ( 
Uo  ( 


^4        ♦  1.25 


pj  Includes  5  cents  for  rectification  tax.    The  bulk  of  the  distilled 
spirits  in  tho  United  States  i«  subject  to  this  tax. 


Special  taxes  relating  to  distilled  q^i^its,  fexnented 
malt  liquors  and  vine,  as  of  BeceiBber  31t 


Description 


iSiount 


Occupational  taxes 
Distilled  spirits  or  vine 

Wholesale  dealers 
Retail  dealers 

Fermented  malt  liquors 
Brewers 

Producing  less  than  5OO  Wis.  a  year 
Producing  5OO  bbls^  or  nore  a  year 

Wholesale  dealers 

Retail  dealers 
TemTDorary  dealer  in  malt  liquo^  and/or 
vine  ij 

Bectifiers 

Producing  less  than  20,000  proof  gals, 
a  year 

Producing  20,000  proof  gala,  or  more 
a  ^ear 

Manufacturers  of  stills 


Manufacturers  of  medicines,  food  products 
and  flavorings 

Withdrawing  not  more  than  25  proof 

gals,  a  year 
Withdraving  over  25  but  not  more 

than  50  proof  gals,  a  year 
Withdrawing  over  50  proof  gals,  a  year 

Other 

Container  stamps,  distilled  spirits 
Container  of  less  than  l/2  pint 

Container  of  l/2  pint  or  more 
Export  stamps,  distilled  spirits 


$110  per  annum 
27.50  psr  a^um 


55  psr  annum 
110  per  annum 
55  P^r  annum 
22  per  anpwa 

2*20  per  ononth 


1X0  per  annum 

220  per  annum 

(  55  P©r  annum 

(  22  per  still  or  worm 


25  per  antfw 

50  per  aamioft 
100  per  m^m 


icent 
1  cent 
10  cents  per  ohl,  2/ 


11/  SulDject  to  limitations  this  tax  applies  in  lieu  of  the  annual  t^' 

in  the  case  of  sales  made  at  fairs,  re\mion8,  etc.  or  entertainmei^tf 
of  certain  non-prjtfit  organizations. 

2/  On  certain  types  of  packages  the  tax  is  5  cents. 
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